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Introduction United Kingdom 
This book is part of a series that presents information on taxation in 
various countries of the world. The book is intended to supply infor-
mation of a general character regarding taxation in the United 
Kingdom for use as background when considering the conduct of 
business in that country. Specific questions should be answered by 
reference to the laws and regulations of the country and by con-
sultation with professional advisors in the light of the particular 
circumstances. 
The book is published in two forms: a loose-leaf edition and a bound 
book. With respect to the loose-leaf edition, pages may be supple-
mented or revised. These additions or revisions wi l l appear on 
blue-colored sheets inserted after the basic material. Reference 
should always be made to the supplementary colored pages, which 
wi l l be keyed to the basic material by chapter and section number. 
In addition, new or revised information may be presented on pages 
inserted in place in the basic text. Revisions of this type are indicated 
by a date that appears at the bottom of the particular revised page. 
Rules governing taxation are subject to change and reinterpretation, 
in many cases with little or no advance notice. The information in 
this book is based on material available to Deloitte Haskins & Sells 
as of March 1979. 
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Chapter 1 United Kingdom 
Tax Legislation 
and Administration 
1.01 Enactment of Tax Legislation 
The United Kingdom Parliament has virtually unlimited power in the 
matter of tax legislation. There is no written constitution circum-
scribing its authority, and the only restraints on the Parliament are 
those resulting from tradition and political considerations. 
Tax legislation is introduced in the House of Commons by the 
Chancellor of the Exchequer, who summarizes and explains the 
major proposals in the revenue side of his annual budget message, 
usually in the spring of each year. 
A finance bill may be amended on the floor of the House, but such 
amendments, other than those of a clarifying nature, are not usual. 
There is at least one finance bill each year. Following its passage by 
the House of Commons, the finance bill is sent to the House of Lords. 
This is purely procedural, however, as the House of Lords has no 
power to veto or amend the finance bil l . 
The basic statutory authority on taxation of income is the Income and 
Corporation Taxes Act of 1970, which is a consolidation of income 
tax and corporation tax provisions embodied in previous finance 
acts. Legislation dealing with income and corporation taxes 
subsequent to 1970 is embodied in various finance acts. 
There has been no consolidation of provisions relating to other 
taxes. For example, the capital gains tax portion of the Finance Act 
of 1965 is the basic statute in respect of the taxation of capital gains, 
and the capital transfer tax portion of the Finance Act of 1975 is the 
basic statute dealing with the taxation of gifts. These have been 
extensively amended by subsequent finance acts. 
Matters relating to tax administration and procedure are contained 
in a separate Taxes Management Act of 1970, as amended. 
1.02 Tax Administration 
The Treasury. Administration of taxes is under the jurisdiction of 
the Treasury which consists of various high governmental officers, 
including the Chancellor of the Exchequer, the government's 
principal financial officer. 
The Treasury is vested with certain quasi-legislative powers to 
amend statutes, subject to parliamentary veto. The Treasury also 
has authority to issue regulations, but has exercised this authority 
sparingly. Occasionally, the Treasury announces extrastatutory 
concessions representing relaxations from statutory requirements 
that, if strictly applied, might result in hardship. These are published 
in annual reports. Notes and circulars, which present the Treasury's 
explanation of certain tax provisions, are published in pamphlet 
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form. The Treasury also publishes certain agreements and joint 
statements with trade associations and industry groups dealing wi th 
various matters pertinent to them. 
Taxes are divided into two broad categories: (1) taxes on income and 
capital and (2) other taxes, such as those on transactions and com-
modities. Administration of these taxes rests in the Board of Inland 
Revenue and the Board of Customs and Excise, respectively. 
The Board of Inland Revenue. Administration of the income tax, cor-
poration tax, petroleum revenue duty, capital gains tax, development 
land tax, capital transfer tax, and stamp duty is under the jurisdiction 
of Commissioners of Inland Revenue, who, together (or any two of 
whom), comprise the Board of Inland Revenue. 
Most of the administrative duties of the Board of Inland Revenue are 
carried out by Inspectors of Taxes and Collectors of Taxes. For 
purposes of administration, the country is divided into a number of 
geographical areas, known as tax districts. For each tax disrtict 
there is a separate tax office, headed by one or more Inspectors of 
Taxes, whose duties are to determine income tax liabilities and to 
make income tax assessments. 
There are two further bodies known as General Commissioners and 
Special Commissioners (not to be confused with the Commissioners 
of Inland Revenue). The General Commissioners are a quasi-judicial 
body comprising between three and seven locally appointed laymen 
in each tax district whose main function is to hear appeals. The 
Special Commissioners are a body of full-t ime officials whose duty 
is to act as an alternative appellate body, the taxpayer normally 
having the right to choose whether his appeal should be heard by 
General Commissioners or Special Commissioners. 
The decisions on appeals heard by these two bodies are not pub-
lished. Representation before them is usually made by the taxpayer's 
accountant, although where a question of law is involved, a solicitor 
or barrister wi l l usually appear. A taxpayer may present his own case, 
if he so desires, and the case for the government is invariably pre-
sented by the Inspector of Taxes. A decision by either body is final on 
a question of fact, but if there is a question of law, either party may 
appeal to the High Court. 
The Board of Customs and Excise. Administration of the value 
added tax, customs duties, and excise taxes is under the jurisdiction 
of Commissioners of Customs and Excise, five in number. The group 
is referred to collectively as the Board of Customs and Excise. Its 
procedures are similar to those of the Board of Inland Revenue, 
except that it has no appellate function. Taxpayers normally deal wi th 
Collectors of Customs and Excise in collection offices throughout the 
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country. Disputes relating to value added tax are heard by a Value 
Added Tax Tribunal. Disputes as to valuation of goods for customer 
purposes are heard by a referee appointed for the purpose. 
1.03 Judicial Review 
An income tax dispute arising from a question of law may be appealed 
by either the government or the taxpayer to the High Court of Justice 
(Queen's Bench Division). The decision of the High Court may be 
appealed by either litigant to the Court of Appeal and this decision, 
in turn, may be appealed with the consent of the Court of Appeal to 
the House of Lords, the supreme court of appeal in the United 
Kingdom. In Scotland, the procedure is slightly different; the first 
appeal is to the Scottish Court of Session, and thereafter to the 
House of Lords. 
The opinions of the High Court, the Court of Appeal, the Scottish 
Court of Session, and the House of Lords are published and provide 
an important source of tax law. 
1.04 Taxes Imposed by Local Authorities 
The only taxes levied by the local authorities are so-called " ra tes, " 
which are taxes on the rental value of occupied land and buildings 
(13.05). The local authorities also have been given power by 
Parliament to collect certain license taxes. 
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Chapter 2 United Kingdom 
Distinctive Features of the 
United Kingdom System 
2.01 Summary 
The most significant taxes in the United Kingdom are an income tax, 
a capital gains tax, and an estate and gift tax (known as a capital 
transfer tax) on individuals; a corporation tax on corporation profits, 
including capital gains;and a value added tax on goods imported 
into, and goods and services delivered within, the UK. These are 
levied at the national level; there are no corresponding local taxes. 
There are also two further taxes: a petroleum revenue tax and a 
development land tax. The petroleum revenue tax is chargeable on 
profits from the winning of oil from the seas adjacent to the UK. The 
development land tax is charged on the gain that results from the 
development of real estate. 
Residence is usually more relevant than citizenship or place of 
incorporation in determining whether individuals or corporations are 
liable for UK tax on income, gains, and profit from all sources. 
Tax is withheld on wages (5.01) and various income payments (5.02). 
Under the UK system, there is no withholding of tax at the source on 
dividends paid by UK resident corporations. Instead, these corpora-
tions are liable for payment of advance corporation tax on the 
dividends (3.02 and 9.01). This tax carries with it a tax credit which 
is imputed to shareholders (6.04). Moreover, the advance corporation 
tax paid by the corporation may be set off, within certain l imitations 
and procedural rules, against the corporation tax payable by the 
corporation for the year (9.01). 
2.02 Classification of Taxpayers 
The taxation of income, profits, and gains comprehends two broad 
classes of taxpayers: 
Noncorporate, such as individuals and partnerships, including the 
domestic branches and agencies of nonresident individuals and 
partnerships 
Corporate, such as corporations, joint stock companies, and other 
entities, including domestic branches and agencies of such non-
resident bodies 
Noncorporate taxpayers are subject to income and capital gains taxes 
(3.01), and not to corporate tax (3.02). A partnership is not a taxable 
entity, distinct from its member partners; and the incidence of 
taxation is on the partners. In some respects, however, partnerships 
are in an intermediate class, somewhere between noncorporate and 
corporate taxpayers, as summarized on the next page. 
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Partnerships. Partnerships may consist entirely of individuals, both 
individuals and corporations, or entirely of corporations. A corpora-
tion, as well as an individual, may be either a general or a l imited 
partner. There must be at least one general partner in a limited 
partnership. 
If all the partners are individuals, income tax is determined for each 
of the partners, and a joint assessment of the tax is made in the name 
of the partnership. The basis of assessing partnership income in such 
case is the same as that which applies to individuals (2.04). Thus, if 
individuals A and B share equally and the accounting year of the 
partnership is the calendar year, it is the income of the 1977 calendar 
year, allocated at the 1978/1979 (beginning on April 6 and ending 
on April 5) sharing ratios that is treated as the income for the 
1978/1979 tax year. For example, if the partnership profit for the 
1977 calendar year is £20,000, and in the 1978/1979 tax year 
partner A is entitled to 75% and partner B to 25%, A's income tax is 
calculated on 75% of the partnership profit (£15,000), less his 
1978/1979 personal allowances. B's income tax is calculated on 
25% (£5,000), less his 1978/1979 personal allowances, and the 
aggregate of the two partners' tax liabilities is the 1978/1979 assess-
ment on the partnership. Capital gains (6.05) do not enter into this 
computation as they are passed through to the partners for taxation 
in their hands. A specimen tax computation of a partnership, having 
two individuals as partners, is shown at Appendix E. 
Mixed partnerships are assessed to income tax on individual 
partners only. In such case, income is first determined as though the 
partnership were a corporation, and then each corporate partner's 
share is set aside for inclusion in its own corporation tax computa-
tion. The remainder is treated as a partnership composed of indi-
viduals and taxed as if there were no corporate partner. 
When all the partners are corporations, the income is computed for 
the accounting period as if the partnership were a corporation, and 
the income is divided among the corporate partners in accordance 
with the sharing ratio for the partnership accounting period. Each 
corporate partner's share is included in its own corporation tax 
computation. A tax return is not required for a partnership that has 
only corporate partners. 
2.03 Scheduler Concept of Income Taxation 
Residents are taxable on worldwide income, and nonresidents are 
taxable on their UK-source income. Generally, nationality and 
domicile are material in only a few limited circumstances. For 
example, a United States citizen or other non-British subject who is 
not domiciled in the UK, but who is temporarily resident in the UK 
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while employed there by a US or other non-UK employer, may 
qualify for UK taxation only as part of his salary (10.05). Resident 
and nonresident taxpayers are discussed at 9.01 and 10.04. 
Under the UK tax system, an item of income is taxable within one of 
several clearly defined sources or "schedules." Two of these 
schedules are further divided into several subcategories or "cases." 
Income subject to tax in each of these schedules and cases is de-
termined separately. Even though income tax may be due at varying 
dates (4.02), depending on the schedule or case in which the income 
falls, an individual's total tax for the year reflects the graduated 
income tax rates on aggregate taxable income, and the surcharge on 
aggregate investment income in excess of a specific amount, for the 
tax year. For corporate tax purposes, income from the various 
sources is aggregated in determining total profits. A description of 
the income items taxed under the various schedules and cases 
appears in Appendix B. 
Despite the mult ipl icity of schedules and cases within the schedules, 
the ordinary taxpayer is concerned with only a few of them. For 
example, an individual's income from employment is classified under 
Schedule E. If he carries on a trade or business or practices a profes-
sion or vocation, his income from these sources is classified under 
Case I or II of Schedule D. Other schedules and cases are of relatively 
l imited application or include categories of income from which tax is 
withheld at the source. Generally, income of corporations is taxable 
under the rules of Schedule D. 
2.04 Tax Year and Base Period 
Noncorporate Taxpayers. The tax year or year of assessment begins 
on April 6 and ends on April 5 for taxpayers other than corporations. 
This is the year with respect to which the annual tax return is filed 
and the tax is payable. However, the income upon which the tax is 
determined for any tax year is not necessarily the income earned 
during the tax year. Tax is measured by income earned in a base 
period, which may or may not coincide with the tax year. 
There are essentially three different base periods for noncorporate 
taxpayers;any one of which may apply, depending on the particular 
schedule or case for which the tax is being determined: (1) the current 
year, (2) the preceding year, and (3) the annual accounting period, 
which is really a modified preceding base year. Under the preceding-
year basis, the tax for any particular tax year is measured by the 
income of the preceding tax year. This base period is appropriate to 
certain types of investment income not subject to withholding at the 
source (Schedule D;Cases III, IV, and V). As to such income, the tax 
for the 1978/1979 tax year, for example, would be assessed on the 
income realized during the 1977/1978 tax year. 
8 Deloitte Haskins & Sells 
United Kingdom 
Income from trade, business, profession, and vocation (Schedule D ; 
Cases I and II) is also assessed on the basis of the preceding year. 
However, in this instance, it is the income for the 12-month account-
ing period ended with or within such preceding tax year that 
measures the tax. Thus, for a calendar-year taxpayer, the tax on 
business income for the 1978/1979 tax year (beginning April 6, 
1978, and ending April 5, 1979) is determined by reference to the 
income earned during the 1977 calendar year. Similarly, business 
income for a fiscal year ending June 30, 1977, would measure the 
tax liability for the 1978/1979 tax year. 
For all other categories of income, the current-year base period 
applies. Thus, the tax year and the base period coincide wi th respect 
to income such as rents and other income from real property in the 
UK; dividends received from corporations resident in the UK; 
interest payable out of the public revenue in the UK; interest, patent 
royalties, and other annual payments on which UK tax is withheld or 
deemed withheld at the source; miscellaneous income; and income 
from employments and offices, directors' fees, benefits provided by 
an employer, and retirement benefits from the UK social security 
fund. 
Commencement and Termination of Unincorporated Business. Tax 
liability in respect of business income begins in the tax year in which 
the business is commenced, and it ceases in the tax year in which 
the business is terminated. This requires some modification of the 
preceding-year basis in order to provide a realistic means for assess-
ment in the first two tax years and also in the closing years. 
For the first tax year, the business is taxed on the current-year basis. 
The basis for the second tax year is the profit of the first 12 months 
of the business operation. For the third tax year and subsequent 
years, the preceding-year basis applies, based on profits of the fiscal 
period ending with or within the preceding tax year. An election is 
available to the taxpayer to mitigate possible arbitrary results in the 
second and third tax years, permitting the tax for those two years to 
be on the current-year basis. If made, the election applies to both 
years. 
The current-year basis is applied in the final tax year of the business. 
The preceding-year basis applies initially in the two tax years before 
the final tax year. If, however, this results in a lower tax in the 
aggregate than a current-year basis, the tax is also reassessed on 
the current-year basis for those two years. 
Income arising after the cessation of business is taxable in the year 
received. Examples are fees and commissions not previously 
determinable, and the recovery of bad debts previously charged off. 
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A business is treated as being terminated if the business ceases to 
be carried on or if there is a change in its ownership. When a business 
is carried on by a partnership, and at least one individual who was a 
partner before the change remains a partner after the change, an 
election can be made to treat the partnership as not being terminated. 
Corporations. Corporation's tax is assessed for a financial year 
beginning April 1 and ending March 31 on the basis of the profits 
(including adjusted capital gains) for the corporation's accounting 
period apportioned, when necessary, to the appropriate financial 
years. 
Apportionment is not necessary, of course, if the corporation's 
accounting period begins April 1 and ends March 31; because in that 
event the corporation's accounting period and the government's 
financial year are coterminous. On the other hand, apportionment is 
necessary when the accounting period does not coincide with the 
financial year. Thus, for example, if a corporation's books are kept on 
a calendar-year basis, the tax on the profits for the 1978 calendar 
year is calculated by applying the tax rate for the 1977 (April 1, 1977, 
to March 31, 1978) financial year on 3 / 1 2 of the profits, and the tax 
rate for the 1978 (April 1, 1978, to March 31, 1979) financial year on 
9 / 1 2 of the profits. In practice, the apportionment is in the ratio of 
the number of days, rather than the number of months, in the 
respective periods. 
2.05 Industrial Tax Incentives 
Investment incentives include the privilege of writ ing off in one year 
the whole cost incurred for plant, machinery, and equ ipments high 
annual depreciation rate on plant, machinery, and equipment that 
have not been fully written off in the first year; and a high initial 
depreciation allowance on the construction cost of industrial build-
ings (7.02). Writeoffs are also permitted for capital outlays of 
industrial research facil it ies (7.01).The UK has a broad program of 
industrial incentives outside the tax system, some of which are 
mentioned below. 
Manufacturing companies may obtain cash grants of up to 22% of 
capital outlays for the construction of new industrial buildings and 
the acquisition of new plant, machinery, and equipment sited in 
designated development areas. The cash grants are not taxable 
income, and they do not reduce the depreciable basis of the 
property. Mining, mineral exploration, and shipbuilding are also 
encouraged through special grants. 
Financial assistance is available to industry in development areas in 
the form of direct investment by the governmental development 
agency in the share capital of the company, direct loans at a reduced 
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interest rate, guarantee of loans obtained from banks or other lenders, 
and interest subsidies on loans obtained at high interest rates. Wage 
subsidies may also be granted for l imited periods of time in order to 
alleviate unemployment in development areas. 
UK taxation includes Northern Ireland and, accordingly, the favorable 
tax depreciation incentives apply to Northern Ireland in the same way 
as the rest of the UK. Northern Ireland, however, administers its own 
financial incentives, and these are usually more generous. Thus, for 
example, cash grants for new industrial construction and the acquisi-
tion of plant, machinery, and equipment may be as much as 40% of 
the capital outlays. Additional amounts may be made available to 
cover various initial outlays and losses. Rent-free factories may be 
made available, and special subsidies for feasibility studies, etc., 
may be granted. 
2.06 Exporting and Other Tax Incentives 
Business entertaining is a deductible expense for income tax or 
corporation tax purposes only if the customer entertained resides 
overseas. Value added tax does not apply to goods or services billed 
to an overseas customer. Otherwise, there are no tax incentives 
specifically applicable to export operations. 
2.07 European Common Market 
The European Common Market (European Economic Community) 
comprises the United Kingdom, Belgium, Denmark, France, 
Germany, Ireland, Italy, Luxembourg, and the Netherlands. The 
Market is basically a union having a common economic goal in 
relations with each other and a common economic policy in relations 
with other countries. 
There are no import-export duties on trade of most industrial and 
farm products among the European Common Market countries. 
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Income Taxes 
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Chapter 3 United Kingdom 
Tax Rates 
General. United Kingdom tax rates include a graduated tax on 
income, a surcharge on investment income, and a flat rate tax on 
capital gains of individuals (3.01), as well as a flat rate tax on 
corporate profits (3.02). 
A basic tax rate is applicable in a variety of circumstances. For 
example, the basic tax is the standard withholding tax on payments 
other than wages; it is the tax rate applicable on the first bracket of 
an individual's income for the year; and it is the minimum tax on 
nonresidents, unless a tax-treaty rate reduction or exemption is 
applicable. The basic tax rate is also related to the advance cor-
poration tax payable by resident corporations on dividend payments 
(3.02, 6.04, and 9.01). 
Basic Tax Rate. For the year beginning April 6, 1978, the basic rate is 
33%; and for the year beginning April 6, 1977, the rate was 34%. 
3.01 Individuals 
Resident Individuals. For the 1978/1979 (April 6, 1978, to April 5, 
1979) tax year, individuals are subject to income tax at rates ranging 
from 33% (the basic rate) on the first £8,000 of taxable income to 
83% on taxable income in excess of £24,000. 
In addition to the graduated income tax on taxable income (which 
includes both earned and investment income), a surcharge is 
applicable on the amount of investment income in excess of £1,700 
(Rate Tables). 
Net capital gains for the tax year are separately taxed at 30%. If the 
net gains of an individual for the year are £1,000 or less, they are 
exempt. If the net gains of an individual exceed £1,000 but do not 
exceed £5,000, the excess is taxed at the reduced rate of 15% 
(Rate Tables). 
Resident Partnerships. Even though not taxable entities, resident 
partnerships are assessed income tax on the partnership business 
income of individual partners, computed at individual income tax 
rates. A partnership is not required to pay tax for the account of a 
corporation that is a member of the partnership (2.02). 
Domestic Branches and Agencies of Nonresident Individuals and 
Partnerships. The profits of a nonresident individual or partnership 
from trade, business, profession, or vocation carried on in the UK 
are taxable at the same individual income tax rates as those of a 
resident, and capital gains are taxed at the same rate as those of a 
resident. Profits withdrawn from such UK branch, agency, or 
permanent establishment are not subject to UK withholding tax. 
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Nonresident Individuals and Partnerships. Generally, the rates of 
the individual income tax, investment income surcharge, and capital 
gains tax apply equally to residents and nonresidents. However, 
investment income paid from UK sources to nonresident investors is 
usually taxed only by withholding at the basic tax rate, subject to 
tax-treaty rate reduction or exemption. See 6.04 for taxation of 
dividends paid by UK resident corporations. 
3.02 Corporations 
Resident Corporations. The corporation tax rate is usually set after 
the end of the financial year to which it applies. The rate was 52% 
for the 1977 (April 1, 1977, to March 31, 1978) financial year. 
Net capital gains are not taxed separately, but are included in cor-
porate profits at an adjusted amount that effectively taxes the gains 
a t30%.Thus, for the 1977 financial year, capital gains are reduced 
by 22 /52 , and the remaining 30 /52 is taken into taxable corporate 
profits. 
A lower tax rate is applicable to a resident corporation, if profits do 
not exceed £50,000. For the 1977 financial year, this tax rate was 
42%. On profits between £50,000 and £85,000, the tax rate was 
between 42% and 52%. In such case, the amount of tax determined 
at the corporation tax rate of 52% is reduced by a formula-computed 
amount that provides a proportional tax within the £50,000-£85,000 
bracket. The limits of £50,000 and £85,000 have to be divided 
equally among a group of associated companies (9.30). 
See 9.05 for authorized unit trusts and 9.06 for insurance companies 
and special type entities. 
Advance Corporation Tax on Resident Corporations. The rate of 
advance corporation tax is expressed as a fraction of the amount or 
value of the total dividend payment. The numerator of the fraction is 
the basic tax rate, and the denominator is 100 minus the numerator. 
Thus, the tax rate is 3 4 / 6 6 of dividends paid between April 6, 1977, 
and April 5, 1978, and 3 3 / 6 7 of dividends paid after April 5, 1978. 
Advance corporation tax is set off, within certain limitations and 
procedural rules, against the corporation tax; and the provisional 
advance corporation tax is creditable in full (9.01). 
Domestic Branches and Agencies of Nonresident Corporations. 
The profits including adjusted capital gains of a branch, agency, or 
permanent establishment of a nonresident corporation are taxable in 
the UK at the corporation general tax rate. The advance corporation 
tax does not apply. Dividends and profits paid or credited to its home 
16 Deloitte Haskins & Sells 
United Kingdom 
office abroad by the UK branch, agency, or permanent establishment 
are not subject to UK withholding tax. 
Nonresident Corporations. Investment income paid to nonresident 
investors is usually taxed only by withholding at the basic tax rate, 
subject to tax-treaty rate reduction or exemption. See 6.04 for 
taxation of dividends paid by UK resident corporations. 
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Chapter 4 United Kingdom 
Returns, Assessments, and 
Payment of Tax 
4.01 Returns and Assessments 
Official Assessment. Income and corporation tax returns under the 
United Kingdom system are information returns only. The tax itself 
is computed by the assessing officials, and the amount is com-
municated to the taxpayer in a formal notice of assessment. A 
corporation, however, determines and reports the amount of advance 
corporation tax on dividend payments, as discussed further on in 
this section under the caption "Corporat ions." 
Individuals and Partnerships. Annual tax return forms for taxpayers 
other than corporations are issued shortly after the beginning of each 
tax year (April 6), and the forms should be completed and sent back 
to the inspector of taxes within 30 days. 
An individual's tax return requires information concerning income 
of the preceding tax year without regard to whether income from the 
particular schedules is taxable on a preceding-year or current-year 
basis (2.04). The assessing officials, therefore, may have to examine 
returns for two successive years in order to determine an individual's 
income of any particular tax year. 
An individual whose entire income consists of wages or investments 
from which tax has been withheld may not have to file a return. How-
ever, it may be to his advantage to do so to obtain the benefits of 
personal allowances, particularly if he has investment income, the 
withholding tax on which is determined without reference to 
allowances. 
The individual partner in charge of a partnership is responsible for 
fil ing the return for the partnership. If there is no such individual 
residing in the UK, the return must be made by the resident agent, 
manager, or other representative of the partnership. 
Corporations. Annual tax return forms are issued to corporations 
after the end of their accounting year, and the tax forms should be 
sent back to the inspector of taxes within 30 days. The return 
requires information in respect of profits and other particulars for the 
accounting year. If the information has been or wi l l be supplied in a 
separate statement, together with the accounts and computations, it 
is sufficient to enter the amounts of profits in the return and to 
identify the statement supplied. 
Shortly after the end of each disbursement period, a corporation is 
required to file a return of the fol lowing taxes: 
Advance corporation tax on dividend payments and, if applicable, 
provisional advance corporation tax (3.02, 6.04,and 9.01) 
Income tax withheld on interest, patent royalties, and other annual 
payments (5.02) 
18 Deloitte Haskins & Sells 
United Kingdom 
A disbursement period is usually any complete quarterly period 
ending on March 31, June 30, September 30, or December 31 within 
the accounting year, plus each part, if any, of such a quarterly period 
ending within the accounting year. Thus, when the accounting year 
ends on the last day of a calendar quarter there are four periods; 
otherwise there are five. For example, a November 30 accounting 
year includes periods: December; January—March; April—June; 
July—September; and October—November. A return is due for a 
period in which there is a qualifying dividend payment, franked 
dividend income received or deemed received, advance corporation 
tax payable or refundable, or any adjustments and offsets in the 
current period, including any adjustments agreed with the inspector 
of taxes. Moreover, a return is due for a period in which there is any 
disbursement of interest, patent royalties, and other annual pay-
ments. The tax return is sent to the collector of taxes, rather than the 
inspector, subject to the latter's review. 
See 5.02 and 9.03 for discussion of the joint election available to 
related resident corporations under which intercorporate dividends 
may be paid without accounting for advance corporation tax on the 
payment; or under which intercorporate interest, royalties, and other 
annual payments may be paid without withholding income tax. 
Extension of Time for Filing Returns. A reasonable extension of 
time may be granted within which to submit annual tax returns and 
related statements and information. 
Assessment of Deficiencies. Generally, any assessment of tax may 
be made within six years. The assessment period, however, is 
l imited to three years from the end of the tax year in which an 
individual dies. There is no time l imit on assessments if there has 
been fraud or wi l l fu l default or neglect. 
4.02 Payment of Tax 
Individuals and Partnerships. Income tax may be assessed sepa-
rately on the various categories of income, and the dates of payment 
may not be the same in every instance. The assessments reflect the 
application of the graduated income tax rates, together with the 
surcharge on investment income, for the tax year (year in which the 
income is assessed). 
Generally, income tax is payable on January 1 of the tax year, but 
there are important exceptions to this rule. 
Income tax at basic and graduated rates on business income is 
payable one-half on January 1 and one-half on July 1. 
Income tax on investment income subject to withholding and on UK 
dividend income is payable on or before July 6 fol lowing the end of 
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the tax year. This applies to both the income tax at the graduated 
rates and the surcharge on investment income. 
Capital gains tax is payable on or before July 6 fol lowing the end of 
the tax year. 
In each of the above cases, the tax does not become payable until 30 
days after the issue of the assessment. For example, if a capital gains 
tax assessment is issued on August 1 fol lowing the end of the tax 
year, the tax is not payable until August 30. 
Corporations. Generally, corporation tax is payable within nine 
months from the end of the corporation's accounting year, or if 
later—30 days after the issue of the assessment. However, trading 
corporations formed before 1964 may have a longer period than nine 
months within which to make payment. 
Advance corporation tax has to be remitted with the tax return which 
is filed within 14 days of the end of the dividend disbursement period 
(4.01). 
4.03 Examination of Returns 
The administrative work of reviewing returns and preparing assess-
ments is ordinarily carried on by inspectors of taxes. In order to 
verify or clarify information submitted in or with the tax return, the 
inspector may address written questions to the taxpayer and, in 
some cases, the inspector may request the taxpayer to have an 
accountant furnish a report on examination of the taxpayer's 
accounts. In the event of a taxpayer's refusal to furnish information, 
the inspector may approach the Commissioners of Inland Revenue, 
who may serve notice on the taxpayer to produce documents, 
records, and statements. The Commissioners have been granted 
broad investigatory powers; and these powers comprehend the 
furnishing of relevant information not only by the taxpayer but by 
those who are in possession of knowledge relating to transactions 
concerning a taxpayer or a probable taxpayer. 
4.04 Interest and Penalties for Late Filing and Late Payment 
Any person, including a corporation, who is liable to tax must give 
notice to the inspector of taxes. The notice has to be given within 
one year after the end of the tax year and is required only if the person 
has not already filed a return for the particular year. Generally, the 
inspector of taxes on receiving the notice wi l l require the person to 
file a return. Failure to give notice may result in a penalty not 
exceeding £100. 
For failure to file a return there is a penalty of £50, and if the failure 
continues throughout a complete tax year after the issue of the 
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return, an additional penalty is imposed equal to the tax that should 
have been assessed. 
If tax cannot be collected in time because of the failure of the individ-
ual or corporation to file a return within the time required, an interest 
penalty at the rate of 9% per year on the amount of tax not assessed 
may be imposed. For tax lost because of the fraud or negligence of 
the taxpayer, heavy penalties can be imposed. 
If tax assessed is not paid by the payable date (4.02) an interest 
penalty at the rate of 9% per year is incurred. Where the tax assessed 
is overstated, the correct procedure is to give notice of appeal against 
it within 30 days of its issue. An application may be made for defer-
ment of the tax estimated to be overcharged. If the amount deferred 
is subsequently found to be excessive the interest penalty of 9% per 
year is imposed on the underpayment, starting from a date six 
months after the payable date (4.02). 
Where the interest charge amounts to £10 or less, it is waived. 
Interest penalties and other penalties are not deductible in deter-
mining taxable income and profits. 
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Chapter 5 United Kingdom 
Withholding Taxes 
5.01 Withholding of Income Tax on Wages— 
"Pay-As-You-Earn" System 
The system of withholding of income tax on wages, salaries, and 
other forms of remuneration is not unlike that in effect in the United 
States, except that in the United Kingdom the amount withheld may 
more nearly approximate the employee's graduated tax l iabil i ty. In 
determining the amount to be withheld from an employee's wages, 
an employer refers to a code number that indicates the amount of 
tax-free remuneration the employee may receive during the year 
based on his personal allowances, such as the single or married 
man's allowance and the dependent-child allowances. 
The cumulative tax liability of the employee is determined at the end 
of each pay period. In making this computation, the cumulative 
tax-free remuneration is alloted pro rata to the various payroll periods 
throughout the year. For example, on a monthly payroll basis the 
cumulative tax-free remuneration at the end of the first payroll period 
would be 1 / 1 2 of the total, at the end of the second payroll period, 
2 / 1 2 of the total, etc. The amount withheld in the current period is 
the difference between the cumulative tax liability at the end of the 
preceding and current period. If the amount previously withheld 
exceeds the cumulative tax l iabil i ty, the excess withholding is 
credited or repaid to the employee by the employer. 
The income tax withheld by the employer is remitted monthly to the 
collector of taxes. 
The employee receives credit for the tax withheld as an offset to his 
income tax liability for the year. 
5.02 Withholding on Interest, Dividends, and Other Payments 
General. Interest paid other than by individuals, royalties, and other 
annual payments are subject to deduction of income tax at the source. 
These payments are discussed under their separate topical heading 
below. Usually, the tax is withheld at the basic tax rate (3.01). If, 
however, a tax-treaty reduced rate or exemption is applicable, and if 
an arrangement has been made beforehand with Inland Revenue, 
the payer may account for the tax accordingly (11.01). 
Dividends paid by a UK resident corporation are exempt from the 
withholding tax requirements. Nevertheless, resident corporations 
must account for advance corporation tax on dividends paid, as 
explained at 6.04 and 9.01. In contrast, dividends paid or credited 
to its home office abroad by a nonresident corporation's UK branch, 
agency, or permanent establishment are not subject to either UK 
withholding tax or advance corporation tax. 
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A resident parent corporation and any of its more-than-50%-owned 
resident subsidiaries may jointly elect to pay intercorporate interest, 
royalties, and annual payments without withholding of income tax or 
to pay intercorporate dividends without accounting for advance cor-
poration tax on the payment. The election may also be made in 
respect of dividends paid by a resident corporation controlled by a 
consortium of resident corporations (9.03). 
Generally, income received under a deduction of tax at the source is 
taxable at the gross amount in an annual UK tax return, and the tax 
withheld is treated as a tax credit. In practice, the withholding tax is 
generally the sole tax on investment income paid to a recipient 
neither resident nor ordinarily resident in the UK. Nevertheless, an 
individual who is a resident of a nontreaty country is in theory liable 
to the graduated income tax rates and the surcharges on investment 
income from UK sources. However, a method for collecting such 
tax from the individual while he remains resident abroad does not 
exist at the present time. 
Royalties and other annual payments are treated as "charges on 
income," a special category of business expense described at 7.01, 
the deductibil ity of which may be restricted if tax has not been 
withheld or otherwise accounted for by way of an exemption. See 
7.07 for the deduction of interest, and 6.04 for the definition of 
dividends which comprehends certain interest payments. 
Corporations report interest, royalties, and other annual payments in 
a return for a period ending on the last day of a calendar quarter and, 
as the case may be, on the last day of the accounting year. In deter-
mining the amount of tax to be paid wi th the return, the corporation 
may offset any tax withheld on similar income it received during the 
period. If, at the end of the corporation's accounting year, the tax 
withheld on income exceeds the tax withheld on payments, the 
excess is repaid or otherwise credited to the corporation. The same 
return is also used for reporting advance corporation tax on dividends 
paid within the accounting year (4.01). 
Individuals and noncorporate payers remit to the government any 
income tax withheld on charges on income (7.01) and on deductible 
interest expense (7.07). If the payments are not otherwise deductible 
by the payer, he retains the tax withheld. This, in effect, gives him the 
benefit of a deduction. In such case, the payer must, nevertheless, 
remit to the government the income tax withheld on such payments 
to the extent they exceed the payer's taxable income. 
Interest. Corporations withhold tax on most interest payments. 
Exceptions to the general rule include interest paid to a bank in the 
UK on a business loan other than a term loan, interest on a less-than-
one-year obligation, and certain interest paid outside the UK in 
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foreign operations or in nonsterling area currency (7.07). Inter-
corporate interest may be paid pursuant to a joint election between 
related resident corporations not to withhold (9.03). Banks are not 
required to withhold tax on interest paid by them on deposits or on 
certificates of deposits. 
Withholding is not applicable on interest paid by individuals and 
other noncorporate payers, except when the payee is resident abroad. 
The tax withheld must be remitted to the government. An exemption 
is applicable to certain interest paid outside the UK by an unincor-
porated trade or business. 
Income tax is withheld from interest paid on government obligations 
taxable under Schedule C. 
Royalties. Patent royalties are subject to withholding tax at the basic 
tax rate. Payments of mining rents and royalties are also subject to 
tax withholding as are payments of copyright royalties to non-
residents (6.06 and 7.05). The withholding requirements may be 
modified by the provisions of a tax treaty (11.01). 
Annual Payments. Annuities, covenanted donations to charity, 
trustee's fees, disability payments under an insurance policy, and 
alimony are among the payments on which income tax is withheld 
at the basic rate. Tax is withheld at a higher rate, that is at the basic 
rate plus the investment income surcharge rate, from income pay-
ments made by trustees to beneficiaries of discretionary and 
accumulating trusts. Tax is not withheld on the capital element of an 
annuity purchase by an individual. Retirement annuities and pensions 
are treated as wages, and graduated income tax is withheld under the 
pay-as-you-earn system (5.01 and Chapter 12). 
Payments to Certain Subcontractors. Income tax is deducted at the 
source on payments to subcontractors in the construction industry, 
generally on so much of the payment as is not shown to represent the 
direct cost of materials. Tax need not be withheld if the subcon-
tractor to whom the payment is due has an exemption certificate 
provided by the tax authority. The exemption certificate wi l l be 
issued to a subcontractor if the tax authority is satisfied that he files 
his returns of income and pays his taxes regularly. In cases where 
tax is withheld, it is applied as a payment of income tax on the sub-
contractor's profits from his business. Income tax is withheld at the 
basic rate. 
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Chapter 6 United Kingdom 
Income Subject to Tax 
6.01 The Nature of Income—Nontaxables 
There is no single or comprehensive definition of " income." The 
statutes, however, refer in great detail to sources of income, 
methods of computation, and the like. Moreover, numerous rules 
have evolved in respect to each of the various categories of income 
which provide guidelines in the determination of what is and what is 
not income within the several categories. 
Historically, capital gains have received more favorable tax treatment 
than ordinary income, and cases reporting on the distinction between 
the two have been concerned more with the facts at hand than setting 
broad principles as to whether a receipt is capital gain or ordinary 
income, or neither. 
Generally speaking, there are no enumerated categories of exempt 
income. In practice, however, the fol lowing items do not constitute 
income: 
Gifts and bequests 
Gambling gains of one not engaged in the business of gambling 
Lottery and similar prizes 
Also, the government and its agencies may issue securities the 
interest on which is tax free when paid to nonresidents and persons 
not ordinarily resident in the United Kingdom. Specific exemptions 
are applicable to a relatively few items, such as scholarships, 
service-connected disability pensions received by members and 
former members of the UK armed forces, the service pay and 
facil it ies of armed forces personnel of designated countries who are 
temporarily in the UK, and the pay and facil it ies of diplomats and 
consular officers of foreign countries who are stationed in the UK. 
6.02 Business Income 
Generally, a corporation's profits are determined from the accounting 
records, with such computations as are necessary to reflect tax 
principles. In this regard, dividends received by one resident cor-
poration from another are excluded from profits (6.04), and adjusted 
capital gains are included (6.05). The fact that a corporation carries 
on two or more distinctly different types of trade or business is 
usually of importance only in the case of a net operating loss 
carryover (7.08). 
The determination of trade or business income for individual tax-
payers is much more complicated than for corporations. The reason 
for this is that an individual is subject to income tax, not the more 
streamlined corporation tax. The peculiarities of the income tax as 
applied to trade or business income include the preceding-year basis 
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of assessment (2.04), the method of allocating depreciation (7.02), 
the provisions relating to the carryover of operating losses and the 
carryback of a terminal operating loss (7.08), and the system of 
withholding and retention of income tax on royalties and annual 
payments (5.02). Income must be determined separately for separate 
businesses, even though they may be operated by one individual. 
Generally, an operating loss (7.08) sustained by one business may 
not as a matter of right be offset against profits of another business, 
even though both are owned by the same individual. Branch profits 
and losses, on the other hand, are consolidated with those of the 
same principal business. 
6.03 Interest Income 
Interest is reportable in the annual tax return of noncorporate and 
corporate taxpayers. If UK tax has been deducted at the source, the 
interest is taken into income at the gross amount, and a tax credit is 
allowed for the withheld tax. Similarly, if foreign interest has 
already been taxed, the gross amount is taxable income in the UK, 
and a tax credit is allowable in respect of the foreign taxes (11.02). 
Very few types of interest are exempt. Individuals, however, are not 
taxed on interest under certain contractual savings plans operated 
through the National Savings Bank, the Trustee Savings Banks, and 
various Building Societies in the UK. Interest on damages awarded 
by a court for personal injury or death is also exempt. 
For some individuals, foreign-source interest may be subject to UK 
income tax on a remittance basis (10.01). 
Interest paid from UK sources to those who are neither resident nor 
ordinarily resident in the UK is generally subject to withholding of 
UK income tax (5.02). An exemption is available, but must be 
claimed, for interest on securities issued by the government and its 
agencies which expressly provide that those not ordinarily resident 
in the UK are to receive the interest free of tax. 
6.04 Dividends 
General. Income tax is not withheld at the source on dividends paid 
by UK resident corporations. Instead, these corporations must 
account for advance corporation tax on dividends paid (3.02, 4.01, 
and 9.01), and this tax is imputed to resident shareholders through 
a tax credit system that provides a measure of relief from double 
taxation of corporate profits. The tax imputation system applies to 
virtually all dividends. Exceptionally, however, no tax credit is 
attached to a very few types of nonqualifying dividends, such as 
distributions of bonus redeemable shares and distributions out of 
other nonqualifying dividends, which are discussed further on in 
this section. 
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Received by Resident Individuals from Resident Corporations. An 
individual shareholder in the UK reports dividends from resident 
corporations in his tax return for the year. There the amount of the 
dividend is grossed up by the amount of the tax credit. Thus, the 
gross dividends are taken into income, subject to the graduated 
income tax rates and to the surcharge on investment income (3.01 
and Rate Tables). The shareholder is then granted the tax credit as an 
offset against his income tax liabil ity for the year. Should this result 
in an overpayment, the excess is repaid to the shareholder. The 
dividend grossup factor and the tax credit are determined by refer-
ence to the advance corporation tax rate (3.02 and Rate Tables). 
When this rate is 30%, for example, a dividend of £100 received by 
the shareholder is equivalent to a gross dividend of £143 (100 /70 
of £100) and the tax credit is £43 (30% of £143). Similarly, when 
the advance corporation tax rate is 33%, a £100 dividend is equal to 
a gross dividend of £149 (100/67 of £100) and the tax credit is 
£49 (33% of £149).The corporation paying the dividend must 
furnish the shareholder with the amount of the tax credit attributable 
to the dividend. 
If a resident individual receives a nonqualifying dividend from a 
resident corporation, the amount or value of the dividend reported by 
the distributing corporation is included in the individual's income for 
the year, subject to the graduated income tax rates and the surcharge 
on investment income. A tax credit is then allowed in an amount 
determined on the basis of nonqualifying dividends at the basic tax 
rate. None of this tax credit is refundable. 
Received by Resident Corporations from Other Resident 
Corporations. Dividends received by one resident corporation from 
another are exempt income. There is, therefore, no diminution by 
reason of the distribution of profits through several tiers of resident 
corporations. 
Under the tax imputation system, the dividend paid plus the advance 
corporation tax that is accounted for by the paying corporation is a 
" f ranked" payment, while the dividend received plus the tax credit 
attaching to it is " f ranked" dividend income. In addition to the 
franked dividend income actually received during the accounting 
year, the corporation is deemed also to have received any surplus of 
franked dividend income over franked payments brought forward 
from the preceding year or years, reduced by so much of the carry-
over that has been or is to be claimed as tax relief against deductions 
that under particular circumstances may otherwise be lost, such as 
charges on income (7.01), operating losses (7.08), and management 
expenses of holding companies, unit trusts, and special type entities 
(9.04, 9.05, and 9.06). 
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Only if franked payments in the accounting year exceed the franked 
dividend income received and deemed received in the same year 
is advance corporation tax chargeable for the year. The annual 
accounting for the tax is determined by reference to the rate of 
advance corporation tax applicable in the financial year in which the 
dividend is paid. The computation of the setoff of payments against 
income, and the tax on the excess when the tax rate is 30% or 33%, 
may be illustrated as fol lows: 
Dividends paid £14,000 £14,000 
Grossup factor 100 /70 100/67 
Franked payments £20,000 £20,895 
Dividends received £10,000 £10,000 
Grossup factor 100 /70 100/67 
Franked dividend income £14,286 £14,925 
Excess of payments over income £ 5,714 £ 5,970 
Advance corporation tax rate 30% 33% 
Tax chargeable £ 1,714 £ 1,970 
The advance corporation tax chargeable for the accounting year is 
the amount available for setoff against the corporation tax for the 
same year, subject to the limitations and procedural rules discussed 
at 9.01. 
When planning minimum distributions to use up franked dividend 
income and to obtain the appropriate credit against the corporation 
tax for the advance tax chargeable on any excess of franked pay-
ments, resident corporations should look also to other tax credits 
that may be available for the accounting year, such as the advance 
corporation tax carryover (9.01) and the foreign tax credit (11.02). 
Within the accounting year the amount of advance corporation tax 
payable is also determined by reference to the excess, if any, of 
franked payments over the franked dividend income received or 
deemed received in a tax reporting period ending on the last day of 
a calendar quarter and, as the case may be, on the last day of the 
accounting year (4.01). This series of interim returns provides a 
means for the computation, payment, and repayment of the tax 
during the accounting year, wi th the aggregate net tax payments 
being applied against the tax chargeable for the same year, any 
excess being refunded or otherwise credited to the corporation. 
A tax credit does not attach to dividends received by resident parent 
corporations or fellow subsidiaries from another resident subsidiary 
under a joint election in which the dividends are paid without 
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accounting for advance corporation tax (9.03). These dividends are 
nontaxable group income. Moreover, a tax credit does not attach to 
nonqualifying dividends nor are these dividends subject to with-
holding tax or advance corporation tax. Nonqualifying dividends are 
nontaxable to the recipient corporation and are a source for payment 
of other nonqualifying dividends. 
Dividend Defined. The meaning of "d iv idend" is not l imited to the 
conventional payment of profits to shareholders but includes as well 
any dividends paid out of capital gain and any other distribution out 
of a corporation's assets. The existence of, or the extent of, current 
or accumulated earnings and profits is not relevant for the purpose of 
determining the tax treatment of a dividend. 
The term "d iv idend" usually does not encompass repayments of 
capital and payments in liquidation (9.07). However, the term is so 
defined as to discourage certain tax avoidance schemes, such as the 
redemption of capital shares shortly before or shortly after the 
issuance of a stock dividend. If these bonus shares are in the form of 
preferred stock, the issuance rather than the redemption is treated 
as a dividend distribution. 
A distinction is made between "qua l i fy ing" and "nonqual i fy ing" 
dividends paid by resident corporations; the former are related to the 
previously described tax imputation system, the latter are not. 
Nonqualifying dividends include (a) bonus redeemable shares or 
bonus securities issued by the corporation in respect to its capital 
shares or securities, and (b) shares or securities of another corpora-
tion that the corporation making the distribution has received as a 
nonqualifying dividend. Generally, most other dividends are treated 
as qualifying dividends. 
The term "qual i fy ing dividend" is given extended meaning and 
includes (a) interest paid to the extent it is in excess of a reasonable 
commercial rate, (b) interest on bonus securities, (c) interest paid 
on certain unquoted convertible securities, (d) interest dependent on 
the results of the corporation's business operations, and (e) interest 
paid by a UK subsidiary to a nonresident parent or to a nonresident 
fellow subsidiary, if the parent owns 75% or more of the UK sub-
sidiary's stock. This last prohibition may be abrogated in some cases 
by treaty, such as the United Kingdom-United States treaty (11.01). 
Moreover, the value of any net benefit received by a shareholder on a 
transfer of assets or liabilities between the shareholder and the cor-
poration is usually a qualifying dividend. "Qual i fy ing div idend" has 
further extended meaning for close companies (9.01) and includes 
(a) certain loan interest paid to a director who is a participator or an 
associate of a participator in the company or paid to an associate of 
the director/participator, and (b) expenses incurred and the value of 
facil it ies provided for the benefit of participators and associates. 
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Dividends Paid by Resident Corporations to Nonresident Share-
holders. Dividends paid by UK resident corporations are not subject 
to deduction of income tax at the source. For individuals who reside 
in countries with which the UK has income tax treaties, and for 
nonresident corporate shareholders whether or not resident in tax 
treaty countries, the UK corporation's accounting for dividends and 
advance corporation tax satisfies any obligation that these share-
holders might have for reporting the dividends in a tax return and 
paying tax on the dividends in the UK. Generally, the dividend tax 
credit is not refundable to nonresident shareholders. A tax treaty 
may, however, provide a means for a refund, such as the proposed 
UK-US treaty which enables a US portfolio investor to obtain a 
refund of the whole of the UK tax credit, subject to a 15% withhold-
ing. A US corporation owning 10% or more of the voting shares of a 
UK company wi l l , if the treaty comes into force, obtain a refund of 
one-half of the UK tax credit, subject to a 5% withholding. 
Individual shareholders resident in nontreaty countries are, in theory, 
liable to the higher rates of income tax (but not the basic tax) and to 
the unearned income surcharge on dividend distributions if their UK 
income exceeds the relevant l imits. However, a method for collecting 
such taxes from the individual while he remains resident abroad does 
not exist at the present t ime. 
Dividends Paid by Nonresident Corporations to Resident Share-
holders. Dividends received by UK resident shareholders from 
nonresident corporations are included in income in ful l . See 11.02 
concerning the foreign tax credit provisions. 
For some individuals, foreign-source dividends may be subject to UK 
income tax on a remittance basis (10.01). 
6.05 Capital Gains and Losses 
Tax on capital gains applies to dispositions of most capital assets 
other than owner-occupied dwellings, nonbusiness chattels with a 
life of under 50 years, and UK government bonds held for more than 
one year. Capital losses on exempted items are not deductible. 
Chattels sold for less than £1,000 are exempt, but not dealings in 
commodities and foreign currency. Gain on sale of patents is taxed as 
ordinary income. Gain may be postponed on the sale of business 
goodwil l , land, fixed plant, ships, aircraft, and hovercraft if the 
proceeds of sale are used within one year before or three years after 
the sale to purchase another business asset within any of those 
categories; the untaxed gain reduces the basis of the replacement 
property, as under US law. The tax on capital gains does not apply to 
foreign residents unless the assets have been used in connection with 
a business carried on in the UK through a branch, agency, or per-
manent establishment in the UK. 
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For some individuals, gains realized abroad may be taxed in the UK 
on the remittance basis (10.01). 
Capital losses may be applied as an offset against capital gains, and 
net capital losses may be carried forward indefinitely. In the case of 
husband and wife, the capital losses of one may be offset against the 
capital gains of the other, and to the extent that they have not been so 
used, they may be carried forward indefinitely to be applied against 
future capital gains of either spouse. 
Assets Acquired Before April 6, 1965. For land or listed securities 
acquired before April 6, 1965, the basis of the asset is the higher of 
cost or value on April 6, 1965. As to other assets, a formula appor-
tions the gain on a time basis to the period fol lowing April 5, 1965. 
Example: Assume that an asset was purchased on April 6 ,1961, for 
£40,000 and sold on April 6, 1977, for £60,000. Using the formula, 
of the total gain of £20,000, only 75% or £15,000 wi l l be taxed. The 
reason for this is that only ¾ of the period of ownership expired after 
April 5, 1965. 
For purposes of the formula, any holding period prior to April 6, 1945, 
is ignored. The taxpayer is not required to use the apportionment 
formula if he elects to use as his basis the actual April 6, 1965, value. 
Once the election is made, however, it is binding for all similar assets. 
Taxable Dispositions. Taxable dispositions include transfers by gif t 
and transfers by exchange, but do not include transfers on death. 
There is no distinction in the UK between short-term gain and long-
term gain, so the length of the holding period is of no consequence. 
Gifts by any one individual not exceeding £100 in value in the tax 
year are exempt. 
Transactions between husband and wife, and between related resi-
dent corporations, are usually ignored. For this purpose, the related 
corporations must consist of a resident parent and one or more 
resident subsidiaries of the resident parent. Moreover, the resident 
parent corporation must own directly or indirectly at least 75% of 
the ordinary stock of the resident subsidiary. 
Method of Taxation. For individuals, the first £1,000 of net capital 
gains for a tax year are exempt. The next £4,000 of gains are 
charged at 15%, and the next £4,500 at 50%. Gains of £9,500 are 
taxed at 30%. 
Capital gains of corporations are effectively taxed at the rate of 30%, 
except that the gains of recognized open-end and closed-end invest-
ment trusts are effectively taxed at the rate of 10%. This is achieved 
by exempting a fraction of the gain, and by taxing the remainder at 
the corporation tax rate (3.02). 
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Real Estate Development Gain. Development gains on real estate 
situated in the UK are subject to a separate tax known as develop-
ment land tax which is levied at the rate of 80%. This tax becomes 
payable if there is a material change in the purpose for which land or 
buildings are used, or if land is developed, or if land or buildings are 
sold. Broadly, it is the;increment in value caused by change of use, or 
possible change of use, that is taxed as development gain. The main 
residence of an individual, together with a garden comprising not 
more than one acre, is exempt (13.02). 
Capital gains tax is applied to all sales and other disposals of land 
and buildings situated in or outside the UK, but the gain to which 
this tax is applied is first reduced by the amount of the development 
gain, if any, which is or has been taxed to development land tax. 
Redemption of Bonds. Gain realized by the holder on redemption of 
bonds is generally capital gain. However, where premium is received 
in lieu of interest or in fact represents interest, such part of the gain 
on redemption is taxable as interest. Ordinarily, this occurs only in 
extreme situations, as with bonds bearing no interest. In the usual 
case of bonds carrying a reasonable rate of interest, it is unlikely that 
any part of the redemption premium wi l l be treated as taxable 
interest. Gain realized on sale or redemption of UK government 
bonds held for more than one year is exempt. 
6.06 Income from Royalties, Patents, Copyrights, Etc. 
Patent Royalties Generally. Where patent rights have been acquired 
for business purposes, royalties are treated as trade or business 
income, and expenses incurred in earning the royalties are treated as 
trade or business expenses generally. 
If a patent is owned by an inventor, or is held by an individual other-
wise than in a trade or business, the royalties are taxed as miscel-
laneous income under Schedule D, Case VI. An excess of related 
expenses over such royalty income may, on election, be applied 
against income reported in other schedules for the same year, but 
otherwise may be carried forward as a net loss against future years' 
royalties only. 
Fees paid in obtaining the grant or extension of a patent are de-
ductible. Generally, the cost incurred on the purchase of patent rights 
is prorated over the lesser of 17 years and the unexpired life of the 
patent rights at the time acquired. 
Gain resulting from the sale of a patent is specifically taxable in ful l 
as ordinary income and not as capital gains. Such a gain realized by 
an individual may be taxed over a six-year period. 
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Patent royalties paid by corporations are deductible in determining 
taxable profits (7.05). These royalties are one of a number of items 
known as "charges on income" subject to withholding of tax at the 
source, and to the special rules mentioned at 7.01. Patent royalties 
paid by individuals are subject to withholding and retention of 
income tax at the basic tax rate under the rules explained at 5.02. 
Patent Royalties Paid to Nonresidents. Royalties, and consideration 
for the sale of UK patents, paid to a nonresident are generally re-
ceived after deduction of income tax at the source (5.02). This may 
be modified by treaty, as in the UK-US tax treaty which exempts 
such royalties from UK tax (11.01). The UK tax authorities have 
ruled that exemption under the UK-US tax treaty applies regardless 
of whether the transfer constitutes a sale or a license. The exemption 
under this treaty does not apply if the royalties, or other considera-
tion for the transfer of patents, copyrights, and like property, are 
directly associated with a business carried on by the US resident 
through a permanent establishment in the UK. 
When the treaty exemption applies, payment may be made without 
withholding, provided permission has been granted by the Inspector 
of Foreign Dividends, who issues an application form that must be 
completed by the payer and countersigned by the foreign tax 
authority. 
Payments for the Use of Designs, Secret Processes, and Formulas. 
The discussion above relating to patent royalties is applicable gen-
erally to payments measured by gross receipts from the sale of 
articles manufactured under a secret process. However, these 
payments, unlike patent royalty payments, usually do not give rise 
to liability for withholding of tax for the benefit of the government 
(5.02). 
These items are exempt in the hands of a nonresident under the US 
tax treaty and certain other treaties. In the absence of a treaty 
provision, it is possible that the items would be exempt from UK tax 
in the hands of a nonresident payee on the ground that the payments 
are not from sources within the UK. This could be true if the con-
tract for payment is made outside the country. 
Payments received for sale of industrial information and techniques 
("know-how") by a person who has used the know-how in a trade 
which he continues to carry on are taxable as income. They are 
deductible to the purchaser over a six-year period. If know-how is 
disposed of as part of the disposition of a business, it results in 
capital gain. 
Amounts Paid for Use of Trademarks. What has been said with 
respect to designs, secret processes, and formulas applies also to 
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amounts paid in connection with transfer of rights for the use of a 
trademark. A special provision permits the deduction of amounts 
paid for the registration, extension, or renewal of a trademark. 
Technical Service and Management Fees. Technical service and 
management fees are deductible if they meet the usual trade or 
business expense requirements discussed at 7.01. Ordinarily these 
payments would not be subject to withholding, assuming that the 
amounts are not in the nature of payments for patented processes. If 
the services are performed by a nonresident outside the UK and the 
contract is entered into outside the country, the fees are not subject 
to UK tax. Moreover, where a tax treaty is applicable, fees received 
by a nonresident in business are exempt unless the nonresident main-
tains a permanent establishment in the UK. If the nonresident is a 
related entity and the fee arrangement is not at arm's length, adjust-
ment may be made by the tax inspector. 
Copyright Royalties. The treatment of copyrights differs from that 
prescribed for patents in several significant respects. Gain on outright 
sale of a copyright is taxable as capital gain, unless the seller is a 
professional writer or a person carrying on a business of selling 
copyrights. 
Authors who assign their copyrights on their own creative works for a 
lump sum may spread the income over a period of years, provided 
certain conditions are met. The assignment must take place at least 
ten years after publication and the assignment must be for a period 
of at least two years. When the assignment period is six or more 
years, the lump-sum income may be spread over six years; and if the 
assignment period is between two and six years, such income may be 
spread over the number of years in the assignment period. 
Copyright royalties are not subject to withholding where the payee is 
a resident. If no specific treaty provision is applicable, the payer, 
whether incorporated or not, must withhold tax on royalties paid to 
nonresidents under UK copyrights and remit this withheld tax to 
the government. 
Depreciation may not be claimed in respect of copyrights. 
6.07 Insurance Proceeds and Annuities 
The receipt of the insured capital sum under a life insurance or 
deferred annuity policy does not result in capital gain and is not 
otherwise taxable to the original beneficial owner provided that it is 
a "qual i fy ing pol icy."This means the policy must, among other 
conditions, generally run for a minimum period of ten years and 
there must be annual premiums reasonably spread over the life of 
the policy. Qualifying policies can be written only by companies 
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authorized to do so in the UK, and the insurer is generally required 
to furnish information as to whether the policy qualifies. If the policy 
does not satisfy the conditions, the excess of the proceeds of the 
policy over the premiums paid is taxable as ordinary income. Capital 
gain results to a person who has purchased a policy from the original 
beneficial owner. 
Annuity and disability payments are treated as annual payments from 
which income tax at the basic rate is withheld (5.02). Taxation of 
pensions and annuities received under approved pension and retire-
ment plans is discussed in Chapter 12. 
Corporations generally realize ordinary income on the proceeds from 
accident and life insurance policies carried on employees and direc-
tors, unless the policies meet particular requirements. 
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Deduction Items 
7.01 Business Expenses 
Deductions from income are generally allowed for expenses "whol ly 
and exclusively laid out or expended for the purpose o f " a trade, 
business, profession, or vocation. Deductions are also allowed for 
certain specific items that might or might not be deductible under the 
general provision. These include payments to approved pension 
funds, foreign income taxes for which a tax credit has not been 
claimed, legal fees and other expenses incurred in connection with 
patent applications and trademark registrations, and scientific 
research expenditures. 
Charges on Income. For purposes of the corporation tax, there is also 
a special category of deductions known as "charges on income." 
These include interest other than bank and short interest (7.07); 
patent royalties and payments measured by gross receipts from the 
sale of articles manufactured under a secret process (7.05); pay-
ments made to a charity over a period of seven years or more under 
a deed covenant (7.11); trustee's fees; and disability payments under 
an insurance policy. For the most part, the effect of a charge on 
income is the same as that of any other business deduction. However, 
it is important to recognize a charge on income mainly for the reasons 
discussed below. 
First of all, the corporation must withhold income tax at the basic rate 
on the payment unless an exemption is applicable (5.02). Moreover, 
the deductibil ity of a charge on income that has been paid to a non-
resident ordinarily depends on the fact that the tax has been 
withheld. This requirement applies even though the payment may not 
be considered income from UK sources and, therefore, may not be 
subject to UK tax in the hands of the payee. There may be exceptions 
to this withholding requirement under various tax conventions. Other 
exceptions may apply to interest paid (7.07) on business indebted-
ness secured by business assets situated abroad, and certain other 
payments out of foreign-source income. 
Secondly, a corporation must deduct charges on income from its total 
profits rather than from trading profits. This is of no practical sig-
nificance unless the charges on income exceed total profits, in which 
case the excess generally may be carried forward to succeeding 
years, but not back to the preceding year except for a terminal operat-
ing loss carryback (7.08). 
When paid by individuals and other noncorporate taxpayers, charges 
on income are generally deductible, but again the payer is required 
to deduct income tax at the source unless an exemption is applicable 
(5.02). 
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7 .02 Depreciation 
Depreciation and Nondepreciable Assets. Depreciation, referred to 
as "capital al lowances," may be deducted only with respect to 
certain specified categories of assets. The fact that an asset has a 
determinable useful life and is used in trade or business or for the 
production of income does not authorize the taxpayer to deduct 
depreciation as a matter of right. Depreciation is allowed for indus-
trial buildings, plant, machinery, and equipment; machinery and 
equipment in general; expenditures for scientific research purposes; 
exploration and development expenses in connection with mineral 
interests; agricultural land improvements and buildings; hotels; 
and automobiles. 
The main assets for which depreciation is not allowed are nonindus-
trial buildings (such as offices, hotels, showrooms, retail shops, and 
so forth), and intangible assets other than patents and, in certain 
circumstances, know-how. 
Cash Grants. As described at 2.05, there is a system of cash grants 
to encourage capital outlays in designated development areas. These 
grants do not reduce the cost basis of the property, nor are they 
taxable income. 
Nature of the Depreciation Deduction. For an individual proprietor-
s h i p s partnership, or other unincorporated business, depreciation is 
not treated as an expense deduction in computing the net business 
profits subject to income tax assessment. Instead, the depreciation 
allowance is deducted from the total net profit assessed. The distinc-
tion is largely technical; for most practical purposes the result is the 
same as though depreciation were deducted. This procedure, how-
ever, precludes losing a depreciation deduction or gaining a double 
deduction that might otherwise result because of the unique income 
tax provisions concerning commencement and termination of an 
unincorporated business (2.04). 
Depreciation is deductible in determining profits that are subject to 
corporation tax. 
Prescribed depreciation rates are explained below. These rates apply 
irrespective of the estimated useful life of the depreciable property. 
First-Year Depreciation Allowance. An initial depreciation deduc-
tion, known as the "first-year al lowance," is applicable in the year of 
capital outlay. The first-year allowance is 100% for plant, machinery, 
and equipment (other than automobiles). Automobiles are not eligible 
for the first-year allowance, but are depreciable in the first year at the 
rate set for annual depreciation. Plant, machinery, and equipment 
acquired secondhand from related corporations and persons may not 
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be eligible, under particular circumstances, for the first-year allow-
ance; however, depreciation would be allowable at the annual rate in 
the first year. The first-year allowance is 100% on new ships; 100% 
on buildings used for scientific research; 50% on industrial build-
ings; 20% on hotels; and 20% on agricultural buildings and works. 
Annual Depreciation Allowances for Plant, Machinery, and 
Equipment. There is a single annual depreciation rate of 25%, 
calculated on the declining-balance method, that applies to a single 
depreciable property account in respect of plant, machinery, and 
equipment (except automobiles) acquired after October 26, 1970. All 
or any part of the first-year allowance may be disclaimed in such 
year, and it is in this case that the annual depreciation allowance can 
be claimed in the second and subsequent years. The amount of 
capital expenditure not deducted in the first year is added to the 
depreciable property account at the end of the year and included in 
the depreciable balance carried forward. Any proceeds resulting from 
sales, etc., during the year are deducted from the undepreciated 
remainder of the depreciable property account brought forward from 
the previous year. The depreciation allowance for the year is then 
calculated on the reduced balance. As there is no first-year allowance 
for automobiles, an annual allowance of 25% calculated on the 
declining-balance method is applicable in the first and subsequent 
years. The annual allowance on an automobile costing more than 
£5,000 may not exceed £1,250. 
If all or any part of the first-year allowance of 100% in respect of 
ships is disclaimed, the amount not used in the first year can be 
claimed in whole or in part in any subsequent year or years the 
taxpayer selects. An annual depreciation rate is, therefore, not 
necessary. 
For all plant, machinery, and equipment the annual allowance rate is 
25%. See 6.06 for depreciation of patent rights. 
Depreciation of Buildings. Starting with the year in which an 
industrial building or hotel has been constructed, an annual depre-
ciation allowance at the rate of 4% may be claimed, calculated on the 
straight-line method. 
The depreciable base for the first owner-user of the building is cost; 
that is, the capital expenditure for construction. For a subsequent 
owner, depreciation is determined on the transferee's cost, but, in 
any event, the transferee's depreciable base may not exceed the 
transferor's adjustable depreciable base increased by any balancing 
charge attributed to the transferor on the sale or other transfer. 
Sale of Depreciable Assets. For plant, machinery, and equipment 
any proceeds from sales, etc., during the year are credited against 
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the undepreciated remainder of the depreciable property account 
brought forward from the previous year, as mentioned above in 
respect to the calculation of the depreciation allowance for the year. 
If the proceeds from all such items sold during the year exceed the 
undepreciated remainder of the property account as of the beginning 
of the year, the excess must be included in the year's ordinary income 
as a balancing charge. 
The sale or other disposal of an industrial building or hotel results in 
a balancing allowance or a balancing charge for the difference be-
tween the depreciated cost and the selling price. However, the bal-
ancing charge is nontaxable income on that part of a building 
constructed before November 1962, once 50 years have elapsed 
since the construction expenditure was incurred. On that part of a 
building constructed since November 1962, the balancing charge is 
nontaxable income once 25 years have elapsed since the construction 
expenditure was incurred. 
When the selling price of the building exceeds the seller's adjusted 
depreciable base, the purchaser's depreciable base is l imited to the 
seller's adjusted depreciable base increased by any balancing 
charge attributed to the seller. 
7.03 Depletion and Other Items Attributable to Mineral Resources 
Income from the extraction of minerals, or the production of natural 
gas or oil, is subject to the same treatment as business income gen-
erally (Schedule D, Case I). A deduction in the nature of cost 
depletion is allowable for intangible costs such as those incurred in 
sinking shafts or dri l l ing. The allowance is that part of the total 
unrecovered expenditures which the output during the basis period 
bears to the total probable future output at the beginning of the basis 
period. A minimum of 5% is allowed in any event. A deduction is 
allowed for unrecovered costs in the event a particular exploration 
effort is abandoned. The cost of acquiring mineral deposits or the 
right to extract minerals may be written off in different ways, depend-
ing on the stage of exploration, development or production and 
whether or not the deposit is located in the UK. The UK territorial sea 
and continental shelf area are an integral part of the UK for these 
purposes. 
7.04 Bad Debts 
Deduction is allowed for business bad debts that become wholly or 
partially worthless during the accounting period. The deduction, 
however, is allowed only when it relates to specific uncollectible 
debts. Additions to a reserve for bad debts, based on estimates of 
probable losses, are not deductible. 
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7.05 Payment of Rents, Royalties, and Technical Assistance Fees 
Rents paid for property used for business purposes are a deductible 
business expense, subject only to a provision that l imits the deduction 
when certain leaseback provisions have been entered into for tax 
avoidance reasons. There is no requirement that income tax be with-
held, nor is the deductibil ity governed by the limitations applicable 
to charges on income (7.01). 
Patent royalties, including payments measured by gross receipts 
from the sale of articles manufactured under a secret process, and 
mining rents and royalties paid by corporations are deductible as 
charges on income. As such, income tax must be withheld. When 
paid by noncorporate taxpayers, these items are generally deductible, 
but, again, income tax must be withheld. Tax is not withheld on 
copyright royalties unless the recipient is a nonresident, in which 
case income tax withholding is required. Payments to nonresidents 
may be subject to tax-treaty exemption (5.02 and 11.01). 
Generally, the mere licensing by a nonresident of patents and copy-
rights for use in the UK is not a sufficient activity in itself to constitute 
doing business in the UK or the supplying of services within the 
UK. Accordingly, value added tax (13.01) generally would not apply 
to the royalty payments. 
7 .06 Taxes 
There is no specific provision allowing deduction of taxes. However, 
taxes are deductible under the general business expense rules if they 
can be shown to have been expended for purposes of the business. 
Miscellaneous taxes, such as unrecovered value added tax, docu-
mentary stamp tax, and customs and excise duties constitute addi-
tions to the cost of goods sold if they are incurred in connection with 
the acquisition, sale, or transportation of inventoriable assets. 
Miscellaneous taxes incurred in connection with the acquisition of 
capital assets are treated as capital expenditures. This is also true 
with respect to stamp taxes on the issuance of capital stock or bonds. 
Local property taxes or " ra tes" paid in connection with the occupancy 
of business premises and the various occupational license taxes are 
ordinarily deductible as business expenses. 
UK income tax, corporation tax, capital gains tax, and development 
land tax are not deductible. The petroleum revenue tax is deductible 
for corporation tax purposes. Foreign income taxes are generally 
allowed as a deduction from income, provided double taxation relief 
has not been claimed as an offset against UK taxes on income 
(11.02). 
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7.07 Interest 
Paid by Corporations. Interest is generally deductible for the pur-
poses of corporation tax. A distinction is made, however, in the 
manner of deducting bank and short interest on the one hand and 
yearly interest on the other. Bank interest generally means interest 
paid to a bank in the UK on a business loan, while short interest is 
essentially interest on an obligation entered into for less than a full 
year. Interest on term loans, bonds, debentures, and similar obliga-
tions is a typical example of yearly interest. 
Bank and short interest are deducted in the same manner as other 
business expenses, whereas yearly interest is considered a charge on 
income and may be subject to certain limitations applicable to this 
category of deductions as explained at 7.01 and 7.08. Moreover, if 
yearly interest paid to residents is to be deductible, the requirements 
relating to the deduction of income tax at the source must be met 
(5.02). Similarly, subject to the exception referred to below, any 
interest paid to a nonresident is deductible only if the tax withholding 
requirements have been satisfied. The exception to the rule that 
deductibil ity depends on withholding relates to certain interest paid 
outside the UK. In such case, the interest is deductible and no with-
holding is necessary, provided the liability for such interest was 
incurred in connection with a trade carried on by the corporation or 
by one of its resident subsidiaries, and provided that either the 
trading operations are abroad or the interest is paid in nonsterling 
area currency. 
Deduction is ordinarily not allowed for interest paid by a subsidiary 
to a nonresident parent owning 75% or more of the stock (regardless 
of whether tax is withheld). This restriction on the deduction may be 
overruled by tax treaty, as in the UK-US treaty (11.01). 
Interest paid by a close company (9.01) fol lows the rules outlined 
above and is, therefore, generally deductible. The one exception to 
this general rule is where interest is paid to a director who controls 
more than 5% of the ordinary stock. Such interest is not deductible to 
the extent that it exceeds a specific rate per year on the lesser of the 
loan on which it is paid or the sum of the share capital and share 
premium accounts of the corporation. At present, the specified 
maximum interest rate is 12%. 
For corporations, nondeductible interest is generally treated as a 
dividend (6.04). 
Interest Paid by Noncorporate Taxpayers. There is no withholding 
of income tax on interest paid by noncorporate taxpayers unless the 
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interest is paid to nonresidents (5.02). Even that requirement is 
subject to tax-treaty exemption (11.01). 
Interest on money borrowed for use in a trade, business, profession, 
or vocation is whol ly deductible under the rules of Schedule D, as is 
interest on a loan to finance the acquisit ion of real estate or equip-
ment used for business purposes. 
Otherwise, interest is not deductible when paid by noncorporate 
taxpayers, unless it is paid on a loan used as fo l lows: 
(a) To buy the individual 's main residence (The deduction is l imited 
to interest on an aggregate principal sum of £25,000.) 
(b) To finance the cost of purchasing a share in a partnership or to 
acquire share capital in a closely held company, or to advance money 
for use in a partnership or closely held company 
(c) To finance the cost of real estate which is let at a commercial rent 
(d) To pay capital transfer tax arising on death 
The deductions are l imited to interest at a reasonable commercial 
rate. 
The Oil Taxation Act of 1975 introduced the so-called " r ing- fence" 
concept which is designed to isolate, for income and corporation tax 
purposes, trades which consist, in part, of the extraction of oil or the 
exploitation of oil rights in the UK, its territorial sea, and the United 
Kingdom continental shelf. Under this concept, " r ing- fence" activi-
ties are treated as a separate trade, distinct from all other activit ies 
carried on by the taxpayer. One effect of this concept is that interest 
on money borrowed for non-"r ing- fence" activit ies is not deductible 
from the profits of the " r ing- fence" trade. 
7 . 0 8 Operating Losses 
Corporations. A trading (operating) loss sustained by a corporation 
is applied against total profits of the same accounting period, and 
unused amounts can be carried back and applied against the total 
profits of the previous accounting period. Any unused loss sti l l 
remaining may be carried forward indefinitely, but only for setoff 
against trading income derived from the same business in which the 
loss was sustained. Capital losses are offset only against capital 
gains (6.05). 
There are provisions for grouping trading losses against profit of 
associated corporations, and these are discussed at 9.03. 
Although the carryback of a trading loss is generally l imited to one 
year, any part of the loss that reflects 100% first-year depreciation 
allowances (7.02) may be carried back first to the immediately pre-
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ceding year, then to the second, and finally to the third preceding 
year. A terminal trading loss, that is, a loss sustained during the last 
12 months of operation, may similarly be carried back and set off 
against income from the same business for the three preceding years. 
Carryover of losses is denied if there is a change of ownership of at 
least 50% of the share capital combined wi th a major change in the 
nature or conduct of the business. There is a general denial of relief 
for losses when the business is not operated wi th a view to earning 
profits. Corporations, as well as individuals, are subject to the 
disallowance of farming and market gardening losses after five years, 
as discussed later on in respect to noncorporate taxpayers. 
Losses arising from non-"r ing- fence" activit ies (7.07) cannot be 
claimed against the current or prior year's profits arising from " r ing-
fence" activit ies. "R ing- fence" losses can be claimed against other 
profits on a current or prior year's basis, but can only be carried for-
ward against profits arising f rom " r ing- fence" activit ies. Losses 
surrendered under the group relief provision (9.03) can only be 
claimed against " r ing- fence" profits to the extent that the losses 
arose from " r ing- fence"ac t iv i t ies . "R ing- fence" losses, however, 
can be surrendered against other profits. 
Branches. In most cases, a resident corporation is required to com-
bine profits and losses of its domestic branches. Therefore, a loss 
sustained by a particular branch or branches wi l l not be of any 
particular significance for tax purposes. On the other hand, the UK 
branch or agency of a nonresident corporation is treated as a separate 
business. Profit or loss is determined in such cases wi thout reference 
to the profits of the parent corporation earned in its own country or 
in other countries. The branch or agency of a nonresident corporation 
can carry back and carry forward its trading losses in the same way 
that resident corporations do. 
Noncorporate Taxpayers. The rules relating to absorption and carry-
over of trading (operating) losses by an individual, partnership, or 
other unincorporated business are complicated mainly because of 
the preceding-year basis of assessment applicable for the personal 
income tax on business income. A business loss, or the remainder of 
a business loss, may be carried forward indefinitely for setoff against 
future profits from the same business. No carryover is permitted 
against income other than profits of the same business. Similar ly, 
depreciation or capital al lowances unused because of an insuffi-
ciency of profit may be carried forward indefinitely for setoff against 
future profits of the same business. A carryback is not permitted 
except for a terminal loss. Such a loss ( including depreciation) may 
be carried back for three years, as previously explained in respect of 
corporations. 
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A business loss may be applied against income for the year of assess-
ment wi thout regard to the preceding-year basis of assessing profits. 
For e x a m p l e s loss incurred by a noncorporate business for the 1977 
calendar year may generally be uti l ized either against income 
assessed for the 1977-1978 (ending Apri l 5, 1978) tax year or against 
income assessed for the 1978-1979 (ending Apri l 5, 1979) tax year. 
The income for the 1977-1978 tax year would include the business 
profits earned in the 1976 calendar year on the preceding-year basis 
of assessment. Taking the same example, the taxpayer may include 
in the business loss for the 1977 calendar year the depreciation or 
capital allowances that wou ld normally be al lowed for the 1978-1979 
tax year. 
Example: Assume that the taxpayer operates a business at a profit of 
£10,000 in the 1976 calendar year, at a loss of £15,000 in calendar 
1977, and at a profit of £18,000 in calendar 1978, before deduction 
of tax depreciation (capital al lowances). Assume also that the 
taxpayer has investment income of £4,000 in the 1976-1977 tax 
year, £3,000 in 1977-1978, and £2,500 in 1978-1979. Assume also 
that the depreciation or capital al lowances for 1977-1978 are 
£1,200, for 1978-1979 are £1,400, and for 1979-1980 are £1,300. 
The loss of the 1977 calendar year is £15,000, to which may be 
added the depreciation or capital allowances for 1978-1979 of 
£1,400, making a total loss of £16,400. This can be applied against 
the income of the tax years 1977-1978 and 1978-1979, which is as 
fo l lows: 
1 9 7 7 - 1 9 7 8 1 9 7 8 - 1 9 7 9 
Business profits (preceding-year 
basis)—calendar 1976 
Less: Depreciation for 1977-1978 
Business profits (preceding-year 
basis)—calendar 1977 
Other income of tax year 
Total assessed income of tax year 
£10,000 
1,200 
8,800 
None 
3,000 £2,500 
£11,800 £2,500 
The alternatives open to the taxpayer are: 
(a) To apply £11,800 of the loss against the 1977-1978 income of 
£11,800; the unused loss of £4,600 may be carried forward and 
applied against the business profits for the tax year 1979-1980 
(£16,700). 
(b) To apply £11,800 of the loss against the 1977-1978 income and 
to apply £2,500 of the loss against the 1978-1979 income; the 
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unused loss of £2,100 may be carried forward and applied against 
the business profits for the tax year 1979-1980 (£16,700). 
(c) To apply £2,500 of the loss against the 1978-1979 income of 
£2,500; the unused loss of £13,900 may be carried forward and 
applied against the business profits for the tax year 1979-1980 
(£16,700). 
(d) To make no claim for the tax years 1977-1978 and 1978-1979, 
but to use the carryover provisions. 
Farming and Market Gardening Losses. If operating losses, without 
regard to depreciation (capital allowances),are incurred from farm-
ing or market gardening for five years in succession, any further loss 
and related capital allowances are disallowed. This rule does not 
apply if the facts show that a competent farmer or market gardener 
could not reasonably have expected the activities to become profit-
able until later. Any loss disallowed under this rule can be carried 
forward indefinitely and set off against future profits from farming or 
market gardening operations carried on by the same corporate or 
noncorporate taxpayer. 
The profits of a farming or market gardening business carried on by 
one or more individuals may be averaged over any two consecutive 
years where the profits of one of the years are 30% less than the 
profits of the other. 
7.09 Worthless Stocks, Securities, and Other Assets 
The "entire loss from destruction, dissipation, or extinction of an 
asset" is a "d isposal" for purposes of the capital gains tax (6.05). 
Therefore, the worthlessness of stock or securities would result in a 
capital loss. 
7 .10 Casualty Losses 
There is no specific deduction for a casualty loss. However, destruc-
tion of an asset by fire or other casualty is a disposition of an asset 
for purposes of the capital gain provisions (6.05). The asset is treated 
as though it has been sold and reacquired for a consideration equal 
to its value after the loss. If the asset that is damaged or destroyed is 
an inventoriable asset, the loss wil l be reflected in cost of goods sold 
and wi l l result in reduction of gross profits. If the asset is a depreci-
able building, there may be a "balancing al lowance" on sale or 
disposition (7.02) and the taxpayer wi l l have the effect of a loss 
deduction. If the asset is depreciable plant, machinery, or equipment, 
no immediate deduction is available. Any balance of depreciation 
due on the declining-balance method wi l l continue to be allowed as 
if the asset were still held. 
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7.11 Charitable Contributions 
There is no specific provision that permits a deduction for charitable 
contributions, but the contributions might be deductible as business 
expenses if some direct business benefit could be established. If not, 
tax benefits may, nevertheless, be obtained by entering into a deed of 
covenant to pay a charitable contr ibution over a period of seven years 
or more. In such case, income tax is wi thheld on the payments, which 
then are deductible for corporation tax purposes under the usual rules 
dealing wi th charges on income (7.01). 
An individual can also derive a measure of income tax benefit through 
the deed of covenant procedure, since he is entit led to wi thhold 
income tax at the basic rate, and to retain the tax so wi thheld. The 
effect of this is similar to giving him a deduction for basic rate income 
tax, but not for the higher graduated rates. 
The charity, as a tax exempt body, can recover f rom the government 
the amount of income tax wi thheld. 
7 .12 Advertising, Entertainment, and Travel Expenses 
Advert ising expenses are deductible except where they relate to the 
sale of a capital asset. In the event of an extensive advertising cam-
paign that may benefit an indefinite number of future years, a 
question might be raised as to whether the outlay is in fact an 
expenditure for goodwi l l . However, as a practical matter, the ques-
tion is not often raised. 
Business entertainment expenses are specifically not al lowable 
deductions subject to a l imited exception for the entertainment of 
overseas customers and clients and for entertainment of staff em-
ployees. The disallowance applies both to payments made directly 
by the business and to amounts paid to a director or employee by way 
of reimbursement. If the expenditure is made by a director or 
employee without reimbursement, deduction is disal lowed to him in 
determining his personal tax l iabi l i ty. 
Business travel expenses are deductible. Expenses incurred in travel 
between home and place of work generally are not al lowable 
deductions. 
7 .13 Legal Expenses 
Legal expenses may be deductible if they meet the general require-
ment of expenses "who l l y and exclusively laid out or expended for 
the purposes o f " the business. No deduction is al lowable for legal 
expenses incurred in connection wi th the acquisit ion of capital assets 
or in connection wi th the organization or recapitalization of a cor-
poration. Nor is a deduction al lowable for counsel fees incurred for a 
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tax appeal. However, counsel fees for tax return preparation and 
determination of tax l iabil i ty generally are deductible as long as these 
do not relate to an appeal. 
7 . 1 4 Insurance 
A deduction is al lowed for premiums paid on insurance policies 
insuring against the ordinary types of business risks. An employer 
may also deduct premiums paid on life, accident, and disabil i ty 
insurance on his employees. This is true regardless of whether the 
employer or someone else is the beneficiary under the pol icy. For 
treatment of insurance proceeds, see 6.07. 
7 .15 General and Special Reserves 
No deduction is permissible for addit ions to reserves for contingen-
cies, anticipated losses, or estimates of future expenses. Bad debt 
reserves (7.04) are similarly not recognized for tax purposes, unless 
they are computed by aggregating specific debts known to be worth-
less or of reduced value. An inventory allowance may be tax de-
ductible for the year in respect of the inflation increment in the 
prices at which the closing inventories of materials, production in 
progress, and finished goods and merchandise are carried in the 
accounts of a trade or business. This inventory al lowance is intended 
to provide some relief by deferred taxation on the price-inflated 
portion of the inventories. 
7 . 1 6 Nondeductibles 
Listed below are a number of items that are not deductible for UK 
tax purposes even though they might be appropriate deductions for 
financial reporting purposes, or for purposes of determining income 
under the income tax rules of other jur isdict ions: 
Payments by tenant to landlord for premature surrender of lease 
Fines and penalties 
Interest incurred by reason of late payment of income taxes (4.04) 
UK income tax, corporation tax, capital gains tax, and development 
land tax (7.06) 
Charitable contr ibutions, except where they might constitute business 
expenses or are paid under a deed of covenant for a period of seven 
years or more (7.11) 
Entertainment expenses (7.12) 
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Accounting for Business Income 
and Expenses 
8.01 Tax Accounting Generally 
Income and expenses of a trade or business ordinari ly must be de-
termined on the accrual basis, but the cash basis has been permitted 
for some small retail businesses. Income and expenses of a profession 
or vocation may be reported on the cash basis, but not if it is carried 
on in the corporate form. 
If a noncorporate taxpayer or partnership changes its method of 
accounting f rom a cash basis to the accrual basis, any income that 
has not previously been reported on the cash basis must be taken into 
account when it is col lected. A portion only of such income is taxable 
to an individual who was born before Apri l 6, 1917. 
8 . 0 2 Accrual of Business Income and Expenses 
Business income must be accrued in the year in which all the facts 
establishing the taxpayer's rights thereto have occurred. This is true 
even though the amount might be uncertain or a dispute may arise as 
to the debtor's l iabi l i ty. If settlement of a disputed claim is made in a 
later year, the payment nevertheless is attr ibuted under the " re lat ion 
back" doctrine to the year in which the services were performed or 
the merchandise delivered. This is equally true wi th respect to ex-
penses; if an amount is paid in a later year pursuant to settlement or 
adjudicat ion, the amount is related back to the year in which l iabi l i ty 
for the expense first arose. 
Prepaid income must be reported in the year of receipt. However, a 
reasonable reserve may be deducted for costs to be incurred in 
earning the income. Prepaid expenses may be deducted only in the 
year or years to which they relate. 
8 . 0 3 Long-Term Contracts and Instalment Sales 
Income from instalment sales must be accrued at the time the sales 
are made. Instalment basis accounting (which permits recognit ion of 
income as instalments are collected) is not acceptable for tax pur-
poses. Similar benefits may be obtained, however, under the methods 
provided for reporting income f rom "h i re-purchase" contracts, where 
t i t le remains in the vendor until the entire purchase price has been 
paid. When a deferred payment contract is required to be taken into 
income in the year consummated, the taxpayer need not in every case 
accrue the entire face value. Only the actual or discounted value need 
be considered if payment is deferred for a longer period than is usual 
in ordinary commercial transactions. The law requires that income 
f rom long-term contracts be reported on the same basis as adopted in 
the financial accounts, which means that generally the percentage-of-
completion method applies. 
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8.04 Inventories 
Inventory is commonly valued at the lower of cost or market. The use 
of LIFO or the base stock method is not permitted. It is customary to 
apply the concept of lower of cost or market value to each separate 
category of the inventory. 
In determining the cost of inventory there must be added to the pur-
chase price such related charges as insurance in transit, freight in, 
brokerage fees, and other expenses incident to acquisition. The 
market value of inventory is the price it would realize on the open 
market. On discontinuance of a business, inventory must be valued 
at market value, unless it is sold to a person who wi l l use the inven-
tory in a UK business. Tax might otherwise be avoided because 
realization of the assets fol lowing discontinuance would result in 
favorably taxed capital gain. 
A deduction for appreciation of inventory, known as "stock rel ief ," 
may be claimed. It applies if the value of inventory and work in 
progress at the end of the year exceeds the corresponding value at the 
beginning of the year. The excess, if any, reduced by 15% of trading 
income after deducting depreciation allowances, is tax deductible. If 
the value of inventory and work in progress at the end of the year has 
fallen, stock relief granted in previous years, up to the amount of the 
fal l , is withdrawn by including it in ordinary income. 
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Provisions Peculiar to Corporations 
9.01 Resident and Nonresident Corporations Compared 
General. A corporation is resident in the United Kingdom if it is 
managed and controlled there. Whether or not the corporation is 
chartered in the UK is irrelevant for this purpose. The place where 
directors' meetings are held is of primary importance in determining 
whether management and control are in the UK. If management and 
control are exercised outside the UK, a corporation is usually 
nonresident. For change in residence, see 9.07. 
Resident Corporations. A resident corporation is subject to UK cor-
poration tax on its worldwide profits, whether or not remitted to the 
UK, and regardless of the schedule into which the particular source 
of income falls (2.03 and Appendix B). The schedular concept 
remains of importance, however, in that the rules relating to the 
deductibil ity of expenses and losses vary according to the particular 
schedule into which the income is classified. Dividends from resident 
corporations (6.04) are excluded from taxable profits, and adjusted 
capital gains (6.05) are included. 
The corporation tax is charged for a different year of assessment than 
that applicable for an individual's income tax. This is known as the 
financial year and covers the period beginning April 1 and ending 
March 31. Corporations are assessed by reference to the profits of 
the accounting period on which the books are kept, apportioned to the 
appropriate financial years. The preceding year basis period, which is 
applicable for purposes of determining income tax on an individual's 
business income, is not relevant to the determination of corporation 
tax (2.04). 
The corporation tax rate is usually set one year in arrear, and the 
exact rate ordinarily is not known until after the financial year has 
ended. Corporate profits, whether distributed or undistributed, are 
taxable at a flat tax rate. For a corporation that has small profits, the 
tax rate may be as much as 10% less than the corporation general tax 
rate (3.02 and Rate Tables). 
Advance corporation tax is discussed under a separate heading 
further on in this section. 
Nonresident Corporations. A nonresident corporation is taxed only 
on that portion of its profits derived from sources within the UK. 
Under the UK-US tax treaty, and in certain treaties between the UK 
and other countries, business income is derived from sources within 
the UK for this purpose only to the extent that business is carried on 
in the UK through a permanent establishment. A list of the treaty 
countries appears in Appendix A. See also 11.01. In the absence of 
a treaty, a nonresident corporation is taxed on business profits if it 
50 Deloitte Haskins & Sells 
United Kingdom 
carries on business through a "branch or agency," a term apparently 
having a slightly wider meaning than "permanent establishment." 
The business profits are taxable at the corporation general tax rate; 
but other income from UK sources (except dividends) is generally 
taxable by withholding of income tax at the basic tax rate, provided 
the income is not connected with a branch, agency, or permanent 
establishment, as the case may be. Dividends from resident corpora-
tions are received free of withholding tax but, as noted below, the 
payer resident corporation is subject to advance corporation tax on 
the dividends, and this tax is imputed to the shareholders (6.04). 
A nonresident corporation does not have to pay advance corporation 
tax. 
Advance Corporation Tax and the Tax Imputation System. When-
ever a resident corporation pays a dividend, it is liable for payment of 
advance corporation tax (ACT). The tax rate is expressed as a fraction 
of the amount or value of the dividend paid; and the rate is usually 
made known before the beginning of the tax year in April (3.02 and 
Rate Tables). On dividends paid to nonresidents, the tax may be 
accounted for in accordance with a tax-treaty reduced rate or 
exemption, provided Inland Revenue and the corporation have made 
an arrangement for such purpose (11.01). If the tax has been paid at 
the full rate for a dividend disbursement period and the lower treaty 
rate or exemption is to be claimed, the corporation may in a subse-
quent period take credit for the overpayment, but only if it has 
obtained specific authorization to do so. To the extent this credit 
cannot be used, the corporation may request repayment. 
Advance corporation tax is determined in the dividend disbursement 
period (4.01) by reference to the excess of franked dividend pay-
ments over the franked dividend income received or brought forward 
(6.04). When the franked income equals or exceeds the franked pay-
ments, no advance corporation tax is payable for the period. 
Advance corporation tax is treated as payment on account of the cor-
poration's annual tax l iabil i ty; it is credited against the corporation 
tax payable by the corporation for the year in which the dividend is 
paid. The most important l imitation on the right of setoff is that the 
amount of the corporation tax remaining after the setoff must be at 
least equal to the amount that would be payable if the tax rate were 
the corporation tax rate minus the basis rate applicable in the finan-
cial year. Thus, for example, if the corporation tax rate is 52% and the 
basic tax rate is 33%, the corporation tax payable cannot fall below 
19%. If the corporation tax rate is 42% and the basic tax rate is 
34%, the minimum tax payable is 8%. If setoff is restricted because 
of this l imitation, the unused credit can be carried back for two 
years, or carried forward to succeeding years without l imit, but 
subject each year to the same limitation. 
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Advance corporation tax cannot be set against the portion of the cor-
poration tax liability attributable to capital gains. When advance 
corporation tax arises on a distribution paid to a UK resident 
associated corporation, it cannot be set against the portion of the 
corporation tax liability attributable to "r ing-fence" activities, that is, 
the extraction of oil and exploitation of oil rights in and around the 
shores of the UK (7.07). 
When a resident parent corporation surrenders surplus advance 
corporation tax to any resident subsidiary (9.03), the ceded tax is 
treated as though it were paid by the subsidiary, and any unused 
credit can be carried back and forward as outlined above. A parent 
may also surrender tax which is not surplus in its hands. In this case, 
the subsidiary can carry over to succeeding years any unused credit, 
but a carryback to earlier years is not permitted. The "r ing-fence" 
concept is applied by not permitting setoff of surrendered ACT 
against corporation tax attributable to oil " r ing-fence" profits (7.07). 
Carryovers of advance corporation tax may be denied if there have 
been both a change of ownership of the corporation and a major 
change in the nature of the business within any period of three years. 
See 6.04 for the way in which the advance corporation tax on divi-
dends is imputed to shareholders. 
Close Companies. Special treatment applies in a number of respects 
to corporations that fall within the classification of "close company," 
a term defined with great particularity. The principal differences in 
treatment are: 
(a) The term "d is t r ibut ion" is given a broader meaning, so that when 
interest is paid to a director at a rate in excess of 12%, the excess is 
treated the same as a dividend. 
(b) A loan to an individual stockholder is treated in the same manner 
as a dividend except that personal income tax liability arises only if 
the loan is written off or waived. Loans to a full-t ime director or 
employee are excepted if the director or employee owns less than 5% 
of the corporation's ordinary stock, and the loan to the individual (or 
his wife) does not exceed £15,000. 
(c) If the distributions for a year fall short of the "required 
standard," the corporation and the shareholders are taxed as if the 
full amount of the required standard has been distributed (9.02). 
A close company is defined basically as a corporation under the con-
trol of five or fewer "part ic ipators," a term that includes certain loan 
creditors and is somewhat broader than the term "shareholder," or 
under the control of participating directors. Close company classifica-
tion does not apply to a corporation where at least 35% of the stock 
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is held by the general public. Nor wi l l close company classification 
apply generally to a subsidiary, or a corporation controlled by two or 
more corporations, unless the corporate shareholders are themselves 
close companies and the other requirements are met. In no event is a 
nonresident corporation classified as a close company. 
Generally speaking, the criteria above are also applied in determining 
whether a UK resident subsidiary of a foreign corporation is a close 
company. The determination must be made by reference to the status 
of the parent corporation as though the parent were a resident cor-
poration . When 90 percent or more of the ordinary stock of a close 
company is owned by nonresidents, the rule relating to the distribu-
tion of the "required standard" is not applied if the profits are to be 
retained in the UK. 
9.02 Tax on Accumulated Profits 
There is no special tax or tax rate on accumulated, undistributed 
profits. However, a close company (9.01) that fails to distribute the 
required standard amount of its profits may be taxed as if the re-
quired distribution had been made. This involves the corporation 
having to make an advance payment of corporation tax (9.01), and 
individual shareholders having to pay personal income tax on the 
deemed distribution. If a shareholder fails to pay within 30 days, the 
corporation is assessed the amount not paid by the shareholder. The 
required standard is 50% of the corporation's after-tax profits (100% 
for investment income), except that the amount can be reduced if it 
is shown that such a distribution would prejudice the maintenance 
and development of the corporation's business. Trading companies 
with after-tax profits of less than £25,000 are exempted. 
9.03 Affiliated Corporations—Group Relief 
Separate and Consolidated Income Tax Returns. Generally, each 
corporation is a separate entity for tax purposes. There are no pro-
visions for fil ing a consolidated tax return by a parent corporation and 
its subsidiaries, or for aggregating profits and losses of related cor-
porations, nor for eliminating intercorporate transactions. However, 
similar benefits may be obtained by claiming "group rel ief ." 
Group Relief. A corporation's current loss may be surrendered to, 
and applied against, the current profits of one or more related 
corporations, under the group relief rules. The related corporation 
must be a parent, subsidiary, or fel low subsidiary of a joint parent. 
For this purpose, the parent corporation must have at least a 75% 
interest in the ordinary stock, profits, and assets of each subsidiary. 
Members of a consortium of five or fewer corporations that together 
have at least a 90% interest in the ordinary stock, profits, and assets 
of a trading corporation may similarly claim their proportionate share 
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of the loss of the trading corporation. All corporations involved, in-
cluding the parent, must be resident in the UK. If so desired, only a 
part of the current loss need be aggregated through group relief. Any 
part of the loss that is not so used may be carried back or forward, as 
explained at 7.08. Group relief is applied after all other types of relief 
for losses. The aggregation of capital losses is not permitted. 
Group Treatment of Advance Corporation Tax. There is a similar 
aggregation rule in relation to the setoff of advance corporation tax 
(ACT). As discussed at 9.01, this tax is normally credited against the 
corporation's liability to corporation tax when it becomes due for pay-
ment. A parent corporation may surrender to one or more of its 
resident subsidiaries the whole or any part of the benefit of its credit 
for advance corporation tax that it has paid on distributions made to 
its own stockholders; the subsidiary can then set off against its own 
corporation tax liability the amount allocated to it. For this purpose, 
the parent must own more than 50% of the subsidiary's ordinary 
stock and must have an equity of more than 50% in its profits and 
assets. 
Another method of relieving advance corporation tax between 
affiliated corporations is available through a joint election by a resi-
dent parent and any of its resident subsidiaries that the subsidiary is 
to pay dividends to the parent without the subsidiary accounting for 
advance corporation tax. The subsidiary must be more than 50% 
owned. Under this method, the dividends received by the parent are 
not franked dividend income, but are treated as group income that is 
subject to special rules not relevant here. This election may also be 
available if the subsidiary paying the dividend is controlled by a 
consortium of corporations. Notwithstanding the election, the cor-
porations may choose to have the subsidiary pay any amount of 
dividends on which it is to account for advance corporation tax. The 
election may at any time be prospectively withdrawn by the corpora-
tions in writ ing to the inspector of taxes. 
Intercorporate Interest, Royalties, and Annual Payments. A resi-
dent parent corporation and any of its more-than-50%-owned 
resident subsidiaries may jointly elect to pay intercorporate interest, 
royalties, and other annual payments without withholding tax. The 
election may also be made where at least 75% of the paying resident 
corporation's ordinary stock is owned by five or fewer resident trad-
ing corporations (including the payee), each of which owns at least 
5%. Under certain circumstances, fel low resident subsidiaries may 
make the election. 
9.04 Investment Holding Corporations 
The income of a corporation whose income is derived mainly from 
investments wi l l consist of dividends from UK corporations, divi-
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dends from foreign corporations, interest, and capital gains. All but 
the first category are subject to corporation tax, and management ex-
penses, charges on income (7.01), and interest payments (7.07) are 
deductible. Should the management expenses, etc., exceed the in-
come liable to corporation tax, the excess may be set off against the 
UK dividends received, giving rise to a refund of the dividend tax 
credit appropriate to the dividends absorbed in this way. In a group of 
related corporations, the management expenses of an investment cor-
poration in the group may be dealt wi th through group relief (9.03). 
Where the investment corporation is a close company (9.01), it is 
required to distribute the whole of its income less tax, but excluding 
capital gains. If it fails to do so, both the corporation and its stock-
holders are required to pay the same taxes that would apply if the 
income had been distributed. 
9.05 Unit Trusts and Investment Trusts 
An authorized unit trust or registered investment trust makes diversi-
fied investments in shares and securities for the purpose of obtaining 
investment income and realizing capital gains on behalf of its unit-
holders. Periodically, dividends are distributed to the unitholders, but 
capital gains need not be apportioned. 
Trust income generally consists of nontaxable franked dividend 
income (qualifying dividends from UK resident corporations) and 
unfranked income (typically, interest wherever derived and dividends 
from sources outside the UK). Net unfranked income and net capital 
gains are subject to corporation tax. The capital gains, however, are 
taken into corporate profits at an adjusted amount that effectively 
taxes the gains at a rate of 10%. 
Franked dividend payments may be made from franked dividend 
income, and a tax credit is imputed to the unitholders, as discussed 
at 6.04 and 9.01. Other dividend payments are taxable as ordinary 
dividend income in the hands of the unitholders. Since the trust is not 
required to apportion capital gains, the unitholder has no capital 
taxable event until he sells, redeems, or otherwise disposes of his 
units. At such time, his capital gain (or loss) is determined in the 
usual manner, but the unitholder is allowed tax credit equal to 10% 
of the gain. 
9 .06 Special Type Entities 
Registered industrial and provident societies, cooperatives carrying 
on business, housing associations, and building societies are gen-
erally taxable as corporations, with two important exceptions. First, 
distributions are not considered as the payment of corporate divi-
dends, and, accordingly, advance corporation tax is not payable. 
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Second, the profits of these organizations are taxable at a special flat 
rate that is lower than corporations generally. The special treatment 
is not applicable if an organization is controlled by a corporation that 
is not one of these organizations. Most building societies have made 
arrangements with Inland Revenue to pay for members the basic rate 
tax on the amount of interest paid or credited on the members' savings 
accounts, even though the society may not necessarily be required to 
withhold tax on the interest. Savings banks are generally taxable as 
corporations. 
Registered friendly societies are not taxable on the profits from their 
life and endowment insurance business, but unrelated business 
profits are subject to income tax or to corporation tax, as appropriate. 
When taxed as a corporation, the special flat tax rate is applicable 
and the society is also liable for advance corporation tax. 
Casualty insurance companies are taxable in the same manner as 
corporations generally, subject to particular rules mainly relating to 
the computation of investment income, the deduction of management 
expenses, and the determination of risk loss reserves. Casualty 
insurance includes, among others, the fol lowing lines: public liabil-
i ty; motor vehicle; marine, aviation, and transport; indemnity and 
surety; personal injury;and property damage. 
A life insurance company is taxed on its business income or on its 
investment income, whichever results in the greater amount of tax. 
Varied and complex rules apply to the determination of income, the 
recognition of capital gains, and the treatment of franked dividend 
income and management expenses. Additions to actuarily deter-
mined reserves are allowable deductions in the calculation of 
business income. An apportionment is made for tax purposes between 
the company's and the policyholders' share of the income and capital 
gains, and these are subject to special rules. Industrial life insurance 
and ordinary life insurance business are treated as separate busi-
nesses, and the company's pension and annuity businesses are 
generally excluded from the tax base for this purpose, the latter being 
subject to further particular rules. 
Exemptions are provided for agricultural and horticultural societies, 
trusts and organizations operated exclusively for charitable purposes, 
and certain nonprofit entities and institutions. 
9.07 Liquidations and Other Corporate Changes 
The discontinuance or transfer of a business can give rise to a number 
of technical problems that have been covered at various points 
throughout this discussion. For one thing, a balancing charge or a 
balancing allowance (7.02) might be appropriate, as in the case of 
any other sale of depreciable assets. Moreover, the transferor of the 
56 Deloitte Haskins & Sells 
United Kingdom 
business would be entitled to a carryback to the three preceding years 
of any loss sustained in the last 12 months of operations (7.08), and 
the successor would be denied the benefit of a loss carryover. Finally, 
the special provisions relative to adaptation of the preceding-year 
basis of assessment for termination of a business (2.04) would be-
come operative upon the transfer to a corporation of a nonincor-
porated business. Liquidation of a corporation results in capital gain 
or loss, and no part of the liquidating distribution is treated as a 
dividend. 
In order to avoid the complications that would otherwise result where 
a corporation takes over the business previously carried on by a 
related corporation, the law provides for the transaction to be ignored 
for the purposes of loss carryover and the continuance of tax depre-
ciation . To obtain the benefit of this provision it is necessary to show 
that, at some time within two years after the transaction, at least 75% 
of the transferee's stock has been owned, directly or indirectly, by the 
same persons who owned the transferor's stock at some time within 
one year before the transaction. These provisions do not apply where 
a business carried on by a proprietorship or partnership is incor-
porated. 
Exemption from capital gains tax is provided for the exchange of 
stock for stock in the same company or stock of another company in 
connection with an amalgamation, reorganization, or recapitalization. 
Redemption of stock gives rise to capital gain or loss. The issuance of 
redeemable stock or any securities as a stock dividend results in 
dividend treatment for both the corporation and its stockholders. 
A corporation that is resident in the UK (9.01) must apply for permis-
sion to move its corporate residence outside the UK. It is usually 
difficult to obtain the UK government's consent to do so. If permitted, 
however, the transfer from resident to nonresident status may be 
quite costly, since the move is treated essentially the same as a cor-
porate liquidation and capital gains tax is payable. In addit ion, the 
corporation may be required to pay a substantial foreign exchange 
premium. Criminal sanctions are prescribed where a resident cor-
poration without UK consent becomes nonresident, creates a non-
resident subsidiary, or engages in specified similar acts. 
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Provisions Peculiar to Individuals 
10.01 General 
individuals are subject to personal income tax at the graduated tax 
rates discussed at 3.01 and listed in the Rate Tables. In addition to 
the graduated tax rates, a surcharge is applicable on investment 
income in excess of £1,700. See 3.01 and 6.05 for the separate tax 
on capital gains. 
Income items of husband and wife are combined, and their income 
tax is determined as though the entire income were that of the 
husband. The investment income of a child under 18 years of age 
may be attributed to a parent if the income stems from a gift or 
settlement made by the parent. Either spouse may request separate 
tax assessment. This does not affect computation of the tax l iabil i ty, 
but merely serves to allocate the tax between the spouses. A husband 
and wife may, however, elect that the wife's earnings be taxed 
separately. The effect of this is: 
(a) The wife is taxed as a single individual on her earned income. 
(b) The husband is taxed on the remainder of the joint income, but 
again as a single individual. 
Income for the tax year generally includes (a) an individual's trade, 
business, and other self-employment income, including his distribu-
tive share of partnership profits, earned in an accounting period 
ended with or within the preceding tax year, and (b) wages, salaries, 
and other employment income earned in the current tax year. 
Miscellaneous income is usually taxable on a current-year basis. 
Most investment income is taxed currently; however, certain invest-
ment income from foreign sources is included in the income of the tax 
year on the basis of the amount derived in the preceding year. See 
2.04 for explanation of the tax year and base period for noncor-
porate taxpayers. 
Subject to restrictions and limitations, expenses wholly, exclusively, 
and necessarily incurred in performing employment duties may be 
deducted from earnings. The deduction of business entertainment 
expenses is severely restricted, and the cost of travel between home 
and place of work is not deductible. 
Employed individuals are allowed a deduction against their employ-
ment income for contributions to approved pension and annuity 
plans, and the self-employed may deduct contributions paid to 
approved retirement annuity plans (12.02 and 12.03). For itemized 
deductions and personal allowances or reliefs, see 10.02 and 10.03 
below. 
Remittance Basis—Deferral of Tax on Certain Foreign Income. 
A UK resident individual not domiciled in the UK is taxed on foreign 
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partnership profits; foreign rents, interest and dividends;and foreign 
capita! gains on a "remittance basis." The effect of the remittance 
basis is that tax payment is deferred until the income or gain is 
remitted to the UK. 
With two minor exceptions, the remittance basis of taxation does not 
apply to salaries and other remuneration from employment. There 
is a system of exclusions (deductions) from such earnings when the 
employee works abroad, or when a nondomiciled employee works 
in the UK for a foreign employer (10.05). 
10.02 Itemized Deductions 
Generally, a deduction from income is not allowed for the cost of 
medical and dental care, charitable contributions, taxes, and similar 
personal and family expenses. Deductions are allowable, however, 
for nonbusiness interest paid on money borrowed for certain specific 
purposes, such as buying into a partnership, the purchase of ordinary 
shares of a closely held company, or to acquire a main residence. For 
residential loans, the deduction is l imited to interest on an aggregate 
principal sum of £25,000 (7.07). A restricted form of deduction is 
allowable for certain covenanted donations to charity over a 
minimum period of seven years (7.11). Also, within certain limita-
tions, a deduction is allowed for life insurance premiums. This 
deduction is referred to as a "personal al lowance" or " re l ie f , " and 
is listed in Appendix C. This deduction wi l l not be given for life 
insurance premiums paid after April 5, 1979. Instead, the insured 
person, when paying the premium, wi l l deduct a tax credit, and the 
insurance companies wil l be refunded directly by the tax authorities. 
The tax credit rate is expected to be equal to one-half of the basic 
rate of income tax. 
10.03 Personal Allowances 
A number of personal allowances or reliefs are available to a tax-
payer on the basis of his marital status and dependents, as set forth 
in Appendix C. These are deductible from income. 
10.04 Resident and Nonresident Individuals Compared 
Resident individuals are generally taxable on their worldwide income 
and capital gains. However, when a resident has a foreign domicile 
(for examples US citizen residing in the UK), his investment income 
and capital gains from sources outside the UK are not taxable unless 
remitted to the UK. If an individual is not resident in the UK, he is 
taxable only on income from UK sources, but generally is entitled to 
no personal allowances and reliefs. 
The taxation of income and capital gains of nonresidents may be 
governed by the provisions of a reciprocal tax treaty (11.01 and 
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Appendix A). The 183-day physical presence rule in the UK-US 
treaty, as wel l as a number of other treaties, relating to salaries, etc., 
is discussed at 10.05, Taxation of Employees. Also see 10.05 for 
the exclusion (deduction) al lowed by the UK for income from 
employments when the employee performs his duties whol ly or partly 
abroad or when a nondomici led employee works in the UK for a 
foreign employer. 
An individual is a resident of the UK if he is physically present in the 
country for a period aggregating six months in any one year. He is 
also a resident if he maintains a place of abode in the UK and visits 
the country at any t ime during the taxable year, unless his work is 
whol ly outside the UK. One who enters wi th the intention of estab-
lishing his residence is treated as a resident f rom the time of entry. 
Finally, an individual w i l l be considered a resident if he makes 
habitual visits of substantial duration. By administrat ive practice it 
has developed that this test is met if the individual averages visits of 
three months or more in each of four or more consecutive years. 
A dist inct ion is occasionally made between individuals who are 
"ord inar i ly resident" and residents generally, but the term defies 
precise definition beyond what the words imply. It is more easily 
explainable in the negative. For example, it can be said that an 
individual is not ordinari ly resident if he becomes a resident merely 
by reason of six months' presence in the UK during a taxable year. 
Also, an individual might not be ordinari ly resident where his resi-
dence stems from the maintenance in the UK of an abode that he 
visits infrequently. 
Domici le is generally not a factor in determining residency for tax 
purposes. However, as indicated previously in this section, it may 
affect the method of taxation of certain items of income, such as the 
remittance basis for investment income and capital gains of a 
resident of the UK who is domici led in a foreign country. Broadly 
speaking, " d o m i c i l e " means the country which an individual con-
siders his true and permanent home, and to which, whenever he is 
absent, he has the intention of returning. The term " d o m i c i l e " is not 
defined in the tax law, however; and questions concerning domici le 
must be determined by reference to common law rules. In this regard, 
a domici le of origin or of choice may be essential to the determina-
t ion. Domici le of origin is established at birth, usually by reference to 
the father's domici le; to establish a domici le of choice, there usually 
must be a clear and unequivocal intention of remaining in the country 
of choice permanently. Moreover, to relinquish domici le in one 
country for another, there usually must be a showing that ties wi th the 
former country of domici le have been severed or given up as far as 
practicable. Marriage and other factors may also affect domici le. 
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10.05 Taxation of Employees 
General. Employment income is taxable for the period during which 
it is earned, regardless of when paid and despite the fact that the 
employee is on the cash basis. For example, if an employer decided 
in 1979 to pay a bonus for services performed in 1978, the bonus is 
taxable to the employee as income for 1978 under the "relation-
back" theory (8.02). This is true despite the fact that the bonus would 
be deductible by the employer for 1979, the year in which the obli-
gation to pay it arose. In this example, the bonus is subject to income 
tax withholding when paid in 1979, and the withheld tax is then 
credited against the income tax on the employee's taxable income for 
1978, as recomputed to include the bonus. In practice, the tax is 
usually withheld in an amount sufficient to satisfy the added tax 
attributable to the bonus. 
Employees Resident in the UK. An employee who is a resident of the 
UK is generally taxable on his worldwide employment income. If, 
however, a resident employee works abroad for 30 days or more in a 
tax year, he is entitled to a 25% exclusion of the employment income 
attributable to the periods spent abroad. A similar 25% exclusion is 
available to self-employed persons working abroad for 30 days or 
more. 
Where an employee is employed by a company resident overseas, 
and he performs all the duties of that employment outside the United 
Kingdom, the 25% exclusion applies without regard to the number 
of days worked abroad. 
An employee who works abroad for a continuous period of 365 days 
or more is entitled to a 100% exclusion. There is a provision that 
permits brief visits to the UK without interrupting the continuing 
period. Generally, intervening days spent in the UK may not exceed 
one-sixth of the total number of days. 
Where an individual is not domiciled in the UK, but is resident there, 
he is fully taxable for work performed in the UK for a UK employer. 
But if that individual works in the UK for a foreign employer, 50% of 
the earnings are excludable. This exclusion is decreased to 25% 
when the individual has been resident in the UK for the preceding ten 
years or any nine of them. If that individual, resident but not domi-
ciled in the UK, works for a foreign employer and performs all the 
duties of his employment abroad, he is taxable on the remittance 
basis (10.05) if he fails to qualify for the 100% exclusion explained 
above. 
Employees Not Resident or Domiciled in the UK. A nonresident 
individual is taxable on income from UK sources. This would 
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ordinarily include income from employment, except insofar as the 
taxability of such income may be governed by a tax treaty. Under the 
UK-US tax treaty, a US resident is not taxable on salaries, wages, 
fees, etc., for services performed in the UK on behalf of a US 
resident unless he is present in the UK for more than 183 days during 
that year. There is a similar provision in a number of other UK 
treaties. If the treaty provision is not applicable, the non-UK resident 
employee is entitled to a 50% exclusion of earnings from a 
nonresident employer. 
Noncash Benefits. Generally, taxable income does not result unless 
the taxpayer receives money or something capable of being converted 
into money. However, this is only a general rule and is subject to 
numerous exceptions to the extent it relates to employment. 
An employee who exercises a stock option is taxable at regular rates 
on the difference between the value of the stock on the date the 
option is exercised and the amount paid for the stock. 
Special rules apply to employees whose compensation, including 
noncash benefits, is at least £7,500 a year, and to corporate directors. 
As to these individuals, noncash benefits are presumed to be taxable 
remuneration, subject to a few specific exceptions. The principal 
exceptions deal with (a) living accommodations necessary for 
employees of this class because of the nature of the employer's 
business, (b) cafeteria meals provided for the staff generally, and 
(c) provision for death benefits. Benefits in kind are ordinarily valued 
at the employer's cost, except that an asset that has depreciated since 
its acquisition by the employer is valued as of the time of transfer. 
The benefit of use of an employer's car is determined by a published 
list of values, and depends on the size of car and not on the extent to 
which it is used for business purposes. Benefits provided to a 
participator of a close company (9.01) are treated as distributions 
(6.04) to the extent that they are not taxed as remuneration under 
the foregoing rules. 
For employees who are not within the group to which the special rules 
apply, noncash benefits are not generally taxable as they cannot be 
converted into money. Certain specific benefits are taxable, such as 
the payment by an employer of an employee's debt and of medical 
insurance premiums on behalf of an employee. Noncash benefits 
include the interest element of interest-free loans. 
Whether or not an employee's use of a residence provided by his 
employer constitutes taxable income is determined under a rule 
similar to the convenience-of-the-employer rule applied in the United 
States. The use of the residence is taxable unless its occupation is 
necessary for the proper performance of the employee's duties. If the 
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use of the residence constitutes taxable income, the employee is 
taxed under employment income Schedule E on the presumptive 
annual rental value and on the amount of any payment made by the 
employer in respect of the residence. Cafeteria meals, provided on 
premises for the staff generally, are nontaxable. Luncheon vouchers 
of 15 pence or less a day are also not taxed, but the value of ordinary 
clothing, which is saleable and can be used for regular wear as well 
as for work, is taxable. For employees whose compensation is less 
than £7,500 a year, the value of the clothing for tax purposes is the 
amount that employee could realize, not the employer's cost. 
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Relief from Double Taxation 
of Foreign Income 
11.01 Tax Treaties 
The United Kingdom has entered into tax treaties wi th numerous 
countries (Appendix A). The discussion here mainly concerns the 
existing United Kingdom-United States income tax treaty. The tax of 
a proposed new treaty between the UK-US was published in 1976, 
but the new treaty has not been ratified by the two governments and 
some alterations may be made to the published text. Treaties wi th 
other countries are not identical to that wi th the US, and these 
should be examined where necessary. 
Under the existing UK-US treaty, industrial and commercial profits 
(or under the proposed new treaty, business profits) of an enterprise 
of one country are exempt from tax in the other country unless the 
enterprise is engaged in business in the other country through a 
"permanent establ ishment" there. 
Both the existing and the proposed new UK-US treaties provide for an 
exemption in the source country for interest, copyright and industrial 
royalties, and pensions (other than government pensions). The 
exemption is not applicable if the recipient has a permanent estab-
lishment in the source country and the property giving rise to the 
income is effectively connected wi th that permanent establishment. 
Under the existing UK-US treaty, tax on dividends is l imited to 15%. 
Under the proposed new treaty, dividends paid by a US corporation 
to a UK resident corporation control l ing at least 10% of the voting 
stock of the US corporation would be liable to a 5% maximum rate of 
US wi thhold ing tax. Other US dividends paid to UK residents would 
be liable to a 15% maximum rate of US wi thhold ing tax. Dividends 
paid by a UK corporation to a US resident would qual i fy for a refund 
by the UK taxing authority of al l , or part, of the tax credit which, 
under UK law, can be claimed by UK residents (6.04). Thus, if a 
dividend were paid to a US corporation which control led at least 10% 
of the voting stock, one-half of the tax credit would be refunded, 
subject to a deduction of a 5% wi thhold ing tax calculated on the 
aggregate of the cash dividend and the tax credit refund. If a divi-
dend were paid to a US individual or to a US corporation owning less 
than 10% of the voting stock, the UK taxing authority would refund 
the whole of the tax credit, subject to a deduction of a 15% with-
holding tax calculated on the aggregate of the dividend and tax 
credit rel ief; the proposal was that this treaty relief should be 
effective as from Apri l 1973. 
If a UK resident makes a payment to a nonresident and a reduced 
tax-treaty rate applies, an authorization must be obtained from the 
UK taxing authority before the treaty rate of wi thholding can be 
applied. The same applies where the treaty permits a reduced rate of 
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advance corporation tax to be paid by the UK corporation paying a 
dividend to a nonresident. Similarly, if a tax-treaty exemption 
applies, as for interest, royalties and pensions, payment without 
withholding must first be approved by the UK taxing authority. The 
necessary application form for this authority is obtained by the UK 
payer who, having completed it, sends it to the payee for counter-
signing by the foreign taxing authority. On payments from US 
sources, the tax-treaty reduced rate or exemption is applicable at the 
time of payment if the UK recipient has filed with the US payer an 
Internal Revenue Service form "Ownership, Exemption or Reduced 
Rate Certificate." 
If there has been excess withholding, the nonresident has a l imited 
period of time within which to file a claim with the tax authority in 
the withholding country for repayment of the excess. 
11.02 Credit for Foreign Income Taxes 
The UK provides a credit against the UK tax liability of residents for 
income taxes paid to foreign countries, provinces, states, and other 
subdivisions thereof, on income arising abroad. Generally, the 
foreign tax credit provisions l imit the credit to the lower of the 
foreign tax or the UK tax (calculated at the marginal tax rate) on the 
same income. The credit is allowable despite the fact that income 
may be computed differently under the laws of the foreign country or 
that foreign tax is levied with respect to a different taxable period. 
Most of the foreign tax treaties or conventions also provide for credit 
of foreign taxes with provisions which may, in some instances, be 
more liberal than the general rule. 
The proposed new UK-US treaty, like the existing treaty, permits a 
corporation owning at least 10% of the voting power of the cor-
poration paying a dividend to claim a deemed-paid credit for the 
corporate taxes paid on the profits from which the dividend was paid. 
The deemed-paid tax credit may extend to third-tier, etc., sub-
sidiaries, provided the 10%-voting-power requirement is satisfied 
at each separate tier. 
In the UK, a taxpayer may at his option deduct the foreign tax from 
income rather than credit it against the UK tax. 
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Pensions, Pension Funds, 
and Other Retirement Benefits 
12.01 Taxation of Retirement Benefits and Contributions 
Contributions made by an employer to a trust under an approved 
pension plan (12.02) are not taxed currently to the employee. Con-
tributions, however, paid by an employer to provide retirement 
benefits under a nonapproved plan are taxable currently; this is gen-
erally true whether or not rights to the benefits are vested in the 
employee. In fact, even an unfunded agreement to pay future retire-
ment benefits can result in annual taxation of the employee on the 
amount that the employer would have had to set aside in the year in 
order to provide the future retirement benefits. Thus, such an 
agreement may result in double taxation—first on the imputed sum 
required to fund the future payment and, in a later year, on the 
pension itself. 
The gross amount of pensions received by a retired employee is 
taxable, even though a portion thereof may have been purchased 
through the employee's own contributions or even if the employee 
has been taxed on his employer's contributions. The pensions are 
generally treated as employment income, and tax is withheld on the 
payments under the Pay-As-You-Earn system (5.01). 
Occupational pensions arising abroad are taxable, whether or not 
remitted to the United Kingdom. However, a 10% exclusion (deduc-
tion) is generally applicable on the amounts received. 
Benefits paid solely on death are nontaxable, provided the value of 
the benefits does not exceed four years' salary. However, it is not 
entirely certain whether death benefits are tax-free when provided 
for a participator in a close company (9.01). Specific exemption may 
be applicable when these benefits are provided for the spouse, 
children, or dependents of the participator. 
12.02 Approval of Pension Plans 
Employee Pension Plans. To obtain the advantages of approval, 
pension plans have to comply with specified rules with regard to both 
contributions and benefits. It is not necessary that the employee be 
required to contribute, but if so, his annual contribution may not 
exceed 15% of his remuneration. If he leaves his employment before 
retirement, the employee may elect, if the plan so provides, to with-
draw his contributions and interest subject to withholding tax at a 
reduced, flat tax rate. This election to take a refund of contributions is 
permitted only if the employee is under 26 years of age, or if he has 
been covered by a pension plan for less than five years, or if his 
remuneration is less than £5,000 a year. In other cases, the em-
ployee's contributions must be vested in a deferred pension or in a 
transfer payment to another approved plan. 
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Generally, the maximum pension that may be paid under an approved 
plan is two-thirds of final salary. The maximum is reduced if the 
employee retires after less than ten years of service. Commutation of 
the pension benefits in the form of a lump sum is permitted in all 
cases up to an amount equal to 1½ times the final salary earned, the 
lump sum being nontaxable. This amount is reduced if the employee 
retires after less than 20 years of service. An approved plan may 
contain a provision for a payment of up to four years' salary to be 
made on death or serious disability occurring before retirement. 
The income and capital gains of an approved pension plan are 
exempt from taxes. 
Retirement Annuities for the Self-Employed. Special provisions 
permit self-employed persons and other individuals who do not 
participate in a pension plan established by an employer to deduct 
premiums paid toward retirement annuities. The annuity payments 
are taxable income when received. 
Deduction of premiums is permitted only if paid under an approved 
annuity contract or plan. Approval requires generally that the contract 
be issued by a company or society that is authorized to underwrite 
annuities in the UK. However, approval may be granted for an irre-
vocable trust administered by an organization representing a partic-
ular occupation, profession, or group. The benefits generally must be 
l imited to annuity payments for the annuitant and his spouse, com-
mencing between the ages of 60 and 70. The maximum deductible 
premium is £3,000 or 15% of earnings, whichever is less, except 
that a prescribed scale of increases is provided for annuitants born 
before January 1, 1916. If the applicable limitation is exceeded, the 
excess may be carried forward to future years. 
12.03 Deduction of Pensions and Contributions to Pension Funds 
An employer who carries on a business may deduct pension payments 
made directly to retired employees whether the payments are made 
voluntarily or pursuant to a contractual arrangement. He may also 
deduct the contributions which he makes to a pension plan whether 
it is an approved pension plan or not, but if his contribution is made 
for the purpose of funding the past service element of future pensions, 
the deduction may have to be spread over a number of years not 
exceeding five. 
Contributions made by an employee to an approved pension plan are 
deductible up to 15% of his annual remuneration; other contributions 
are not deductible. See 12.02 for self-employed individuals. 
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Chapter 13 United Kingdom 
Taxes on Sales, Transactions, 
Commodities, and Property 
13.01 Value Added Tax 
General. The value added tax is levied on goods and services sup-
plied in the United Kingdom in the course of business and on goods 
imported into the UK. For purposes of the tax, the UK includes the 
UK territorial sea and continental shelf area. 
In principle, the tax is on the net value added to goods and services 
at each stage of acquisition, production, and distribution, with the 
ultimate user and consumer in the UK finally bearing the whole of the 
tax burden on the goods or services he has purchased. With few 
exceptions, every supplier must be Registered, and his registration 
number must be used on his value added tax returns which are due 
quarterly. The net tax payable to the government is generally the 
tax charged to customers on goods and services supplied (outputs), 
plus the tax on goods imported (imports), less the tax attributable to 
goods and services received and goods imported (inputs). 
For this purpose, inputs include all business expenditures, whether of 
a capital or an expense nature. The tax paid on a very few specified 
inputs, such as automobiles, is not a qualifying input, however. If the 
recoverable input tax exceeds the sum of the taxes on outputs and 
imports, the excess is repaid or credited by the government to the 
registrant. 
A number of categories of goods and services are specifically exempt, 
and these are summarized in the Rate Tables. An exception within 
an exempt category may cause an item to be taxable. The categories, 
and items within a category, are subject to reclassification and 
revision. Imported goods usually are not eligible for exemption; 
however, they may qualify for zero rating. Services rendered from 
overseas are not within the value added tax system. If rendered in the 
UK by nonresidents, the services are treated as supplied within the 
UK, rather than imported. Exports and certain basic goods and 
services are taxable, but at a zero rate. Exports of services to indi-
viduals in their private capacity who are resident in a country within 
the European Economic Community are taxable at the general rate 
(Rate Tables). 
Business Exemption. Generally, an exemption is not available to a 
business as a whole. Nevertheless, a business wi th an annual turn-
over of goods and services not in excess of a specified amount may 
elect to claim a small business exemption. Moreover, if a business 
supplies only exempt goods and services, it is generally considered 
to be essentially the same as an exempt business, and it may upon 
request be relieved from filing tax returns. The exemption applies only 
to the supply of goods and services and not to the purchase of goods 
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and services. Thus, in such case, the business must absorb the value 
added tax it paid on its purchases. 
If a business supplying exempt goods and services also supplies 
taxable goods and services, the input tax is allocated periodically in 
proportion to exempt and taxable sales. 
Exemption Versus Zero Rating. Value added tax is not charged on 
exempt or zero rated goods and services supplied to others; however, 
the business is subject to the tax on goods and services purchased. 
The distinction between exemption and zero rating becomes impor-
tant at this point, since a business must absorb input tax incurred 
on purchase of goods and services to the extent that it is allocated to 
exempt sales. On the other hand, a zero rate on the supply of goods 
and services carries with it the right to a credit, within certain limita-
tions, for the tax incurred on goods and services purchased. Thus, in 
principle, a business supplying only taxable goods and services has 
a net tax cost of zero. The recoverable input tax is offset against any 
value added tax otherwise due for the period, the excess being repaid 
or credited by the government, as discussed previously. 
13.02 Development Land Tax 
Development land tax is payable when an individual or corporation 
owning or leasing real estate realizes a gain, which wholly or partly 
arises from a change of use, or from development or redevelopment, 
or from the prospect of future development or redevelopment. 
Increases in existing use value are not within the scope of this tax; 
they are taxable as capital gain (6.05). To take an example, a farmer 
selling his agricultural land to a developer wi l l treat the gain in the 
agricultural value as capital gain. The balance of the price obtained 
wi l l have been paid for the potential development value and is liable 
to development land tax. If the farmer, instead of selling his land to 
a developer, decides to develop the land himself, he is deemed to 
have sold the land on the day before he commences the development 
work at its then market value. That part of the value that is the 
development value is liable to the tax, notwithstanding that the farmer 
has received no cash or other consideration. 
The rate of development land tax is 80%, except that the f irst 
£10,000 of the increase in value is exempt, and the next £150,000 
is taxed at 662/3%. The reduced rate of 662/3% ceases to apply 
after March 31, 1979. 
An alteration to an existing building is treated as a development 
unless it does not increase by more than one-tenth the cubic content 
of the original building. The main private residence of an individual, 
together with a garden comprising not more than one acre, is exempt. 
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13.03 Petroleum Revenue Tax 
Petroleum revenue tax is chargeable on profits from the winning of 
oil under a government license in the United Kingdom, its territorial 
sea, and the United Kingdom continental shelf. It is charged on 
each participator (usually a licensee or sublicensee) on a field-by-
f ield basis at the rate of 45% on assessable profits and is an allowable 
expense for corporation tax purposes. 
The computation of the assessable profit (or allowable loss) is 
unrelated to the normal computation for corporation tax and involves 
special rules for calculating the value of oil sold or in stock. In 
addition to the allowance of normal expenditures, certain special 
allowances are given and there is an overriding l imit on the tax pay-
able, which is related to the return on capital employed in an oil f ield. 
Allowable losses on a f ield may be carried forward indefinitely 
against profits from the same field or alternatively carried back 
against profits of a preceding period from the same f ield. Where 
losses are carried back, they must first be set off against the profits 
of a later chargeable period. In certain circumstances, where losses 
remain unrelieved on an abandoned f ield, they may, on election, 
be set against profits from other fields in which the participator has 
an interest. 
The chargeable periods for petroleum revenue tax are the six months 
to June 30 and December 31 in each year. The first chargeable 
period is that in which the total amount of oil won from the f ield first 
exceeds 1,000 long tons. Participants, therefore, who reach the 
1,000-long-tons l imit by, for example, September 15, 1979, wi l l have 
their f irst chargeable six months' period commencing on July 1, 
1979, and ending on December 31, 1979. 
13.04 Excise Taxes 
Excise taxes are imposed on the production of certain commodities 
without regard to when or whether the commodities are, in fact, sold. 
The taxes by their nature apply only to commodities produced 
domestically. Imported goods, however, are subject to similar treat-
ment by reason of customs duties, the rates of which are correlated 
with excise tax rates. The commodities, the production of which is 
subject to excise tax, include spirits, wines, beer, oi l, tobacco, 
matches, gasoline, and mechanical lighters. Selected rates are listed 
in the Rate Tables. 
13.05 Local Taxes on Real Property 
In the UK, the taxation of real estate is left to the local governmental 
authorities. These taxes (referred to as "rates") are usually based 
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on the annual rental value of the property. The taxes apply only to 
real estate, not to personal property. Strict ly speaking, the rates are 
not taxes on real estate because they are levied only against the 
person assessed or against his personal property. In most cases, the 
rates are imposed upon the occupier of the property rather than the 
owner. Agricultural land and buildings (other than dwell ings) are 
whol ly exempt f rom the tax. 
13 .06 Miscellaneous Taxes 
Documentary Stamp Taxes. Stamp taxes apply to many types of 
documents. The rates of tax are generally very low. However, the 
taxes are important because of the fact that a document may be of 
no legal effect unless the tax has been paid. 
The stamp tax is on the document, not on the transaction itself .Thus, 
a tax may be imposed on a wri t ten agreement even though the same 
agreement made orally would not be subject to tax. Some of the stamp 
taxes are at f ixed rates and others at ad valorem rates (Rate Tables). 
Car Tax. In addit ion to value added tax, there is a car tax on new and 
imported automobiles (Rate Tables). This tax is calculated on the 
wholesale value and is payable by the maker or importer of the 
automobile. 
Entertainment Tax. Excise-type taxes apply to amounts paid for 
admission to motion picture or television shows (Rate Tables). 
Betting and Casino Gaming Taxes. See Rate Tables for rates of 
various taxes on betting, bingo games, and casino gaming. 
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Chapter 14 United Kingdom 
Employment Taxes 
14.01 Social Security Contributions 
Both employers and employees are required to contribute under the 
Social Security Act of 1975, which consolidated the previous legisla-
tion. The Act provides for cash benefits to be made in a variety of 
circumstances, such as during periods of sickness and unemploy-
ment, and on retirement and death. The employer pays a combined 
weekly contribution for each employee and recovers the employee's 
share by withholding from his wages. The employer's contribution 
is deductible, but not that of the employee. 
The amounts of the weekly contributions of both employer and 
employee, which vary in accordance with the level of the employee's 
wage, are shown in the Rate Tables. 
Self-employed persons are also required to contribute, but the 
benefits which they can obtain are more restricted than for employ-
ees. They pay a fixed weekly contribution, and also an annual supple-
mentary contribution based on earnings (Rate Tables). 
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Estate and Gift Taxes 
15.01 Capital Transfer Tax 
Capital transfer tax is a combined gift and estate tax that applies to 
transfers of assets by an individual both during lifetime and on 
death. It is a graduated tax, and the rates which are shown in the 
Rate Tables apply on a cumulative basis. Thus, the tax is charged on 
an individual's lifetime gifts as they occur on a cumulative basis, and 
the final stage of cumulation is the inclusion of an assumed transfer 
of the whole of the deceased's estate immediately before death. The 
scale of rates for lifetime gifts is lower than that for transfers on 
death, but the lifetime rates are increased to the death rates for gifts 
made within three years of death. Both lifetime gifts and transfers 
on death to a surviving spouse who is domiciled in the UK are 
exempt. In addition, lifetime gifts made in any one year are exempt 
to the extent that they do not exceed in a tax year £2,000 in total or 
£100 per donee. There are other exemptions relating to gifts to 
charities and to political parties and to gifts for national and public 
purposes. An abatement in value is allowed for unincorporated busi-
ness assets and nonlisted stocks and shares. 
The tax is ordinarily due, in the case of a transfer on death, six 
months after the end of the month in which the death occurs. For a 
lifetime gi f t , the tax is due six months after the end of the month in 
which the gift is made or, in the case of gifts made between April 5 
and October 1, on April 30 in the fol lowing year. Interest is charged 
on unpaid tax at the rate of 6% for transfers on death and 9% for 
l ifetime gifts. The tax attributable to certain assets may be paid in 8 
annual or 16 semiannual instalments, but if the asset is sold, the 
unpaid tax on the asset is due at once. The assets on which the tax 
may be paid in instalments include unincorporated businesses, 
unquoted shares and debt securities, and leasehold property. 
15.02 Effect of Domicile 
The capital transfer tax applies to all the property of an individual 
domiciled in the UK but for individuals not so domiciled it applies 
only to property situated within the UK at the time of the gift or at 
the time of death. Domicile of origin or of choice is discussed at 
10.04. Marriage and other factors may also affect domicile. UK 
domicile is assumed for the purposes of capital transfer tax in the 
fol lowing categories: 
1. Individuals who were domiciled in the UK, but who have ceased to 
be so domiciled within three years of the gif t or death ; 
2. Individuals who were resident in the UK on or after December 10, 
1974, and who have been resident in the UK for 17 out of the last 20 
years; and 
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3. Individuals who were domiciled in the UK and who after December 
10, 1974, became domiciled in the Channel Islands or in the Isle of 
Man. 
If the individual is not treated as domiciled in the UK, the extent 
to which transfer of his property is liable to capital transfer tax 
depends on whether it has a situs in the UK. The situs rules have their 
origin in legal concepts and vary depending on the type of asset 
involved. The common law situs rules may be abrogated by treaty. 
Although estate tax has been superseded by capital transfer tax, the 
existing estate tax treaties continue to apply to the new tax. Thus, 
under the United Kingdom-United States treaty, which is typical, 
accounts receivable, bank accounts, corporate bonds, government 
securities, nonnegotiable bills and notes, and life assurance policies 
are deemed to be situated where the deceased is domiciled. Real 
property, tangible personalty, and negotiable bills and notes have a 
situs at the place of physical location, shares and stock at the place 
of incorporation, and judgments where recorded. For a list of 
countries with which the UK has either estate tax or capital transfer 
tax treaties, see Appendix A. 
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Rate Tables United Kingdom 
Income and Capital Gains Taxes 
-Individuals (3.01) 
Tax Year 1978/1979 
Income Tax: 
Taxable Income 
Bracket (£) 
0-
750-
8,000-
9,000-
10,000-
11,000-
12,500-
14,000-
16,000-
18,500-
24,000-
750 
8,000 
9,000 
10,000 
11,000 
12,500 
14,000 
16,000 
18,500 
24,000 
upward 
Tax on Lower 
Amount (£) 
None 
187 
2,580 
2,980 
3,430 
3,930 
4,755 
5,655 
6,955 
8,705 
12,830 
Rate on Excess 
over Lower 
Amount (%) 
25 
33 (Note 1) 
40 
45 
50 
55 
60 
65 
70 
75 
83 
Surcharge on Investment Income: 
Investment 
Income Bracket (£) 
0-1,700 None 
1,700-2,250 (Note 2) 10% 
2,250-upward 15% 
Capital Gains Tax (Notes 3 and 4) 30% 
Development Land Tax (Note 4) 80% 
Notes: 
1.The 33% rate of income tax is known as the "basic rate." 
2. In addition to the graduated tax on taxable income (which includes 
both earned and investment income), the surcharge is assessed on 
the excess of investment income over £1,700. For individuals over 
age 65, the surcharge applies to investment income in excess of 
£2,500, and the 10% rate applies on the amount between £2,500 
and £3,000. 
3. For individuals, the first £1,000 of annual gains is exempt, the 
next £4,000 is taxed at 15%, the next £4,500 at 50%, and the balance 
over £9,500 at 30%. 
4. Capital gains and real estate development gains are subject to 
separate taxes. The surcharge on investment income is not applicable 
to capital gains and real estate development gains. 
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Rate Tables United Kingdom 
Corporation Tax (3.02) 
Financial Year 1977—April 1, 1977 to March 31, 1978 (Note 1) 
Corporation Tax: 
General tax rate 52% 
Reduced tax rates for resident 
corporations with small profits: 
If taxable profits are not more 
than £50,000 42% 
If taxable profits are between 
£50,000 and £85,000 42% to 52% 
Advance Corporation Tax on Resident Corporations (Note 2): 
Thirty-three/sixty-sevenths (33/67) 
of dividends paid after April 5, 1978 
Notes: 
1 . The corporation tax is assessed on taxable profits, including 
adjusted capital gains. The tax rate is usually set after the end of the 
financial year to which it applies. 
2 .Advance corporation tax is determined by reference to the excess, 
if any, of franked dividend payments over franked dividend income 
received, or treated as received, in a dividend period (such as a 
calendar quarter) which falls within the paying corporation's 
accounting year, as more fully explained at 6.04 and 9.01.Advance 
corporation tax is set off, within certain limitations and procedural 
rules, against the corporation tax. See 9.03 for a resident corpora-
tion's surrender of its surplus advance corporation tax to a resident 
subsidiary or subsidiaries and also for the election in which a resident 
subsidiary may pay dividends to a resident parent corporation, or 
parent corporations, without accounting for the advance corporation 
tax. 
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Rate Tables United Kingdom 
Value Added Tax 
General rate 
Rate (%) 
8 
Special rate: 
Petrol,aviation fuel, light hydrocarbon oil, petrol 
substitutes, and power methylated spirits 
Fur clothing, jewelry, cameras, radio and 
television sets, refrigerators and electrically 
operated domestic goods 
12½ 
12½ 
0 Exports 
Basic goods and services: 
Food, water, gas, electricity, domestic heating oil, 
public transport, drugs and medicines, etc. 0 
Exempt transactions and services: 
Land, insurance, postage, betting, finance, 
education, medical, and burying the dead 
Excise Taxes 
(only selected items listed here) 
British spirits: 
£24.6300 per proof gallon plus £0.0750 per proof gallon if 
warehoused for less than three years 
Beer: 
£15.8400 per 36 gallons for beer of 1,030 degrees or less plus 
£0.5280 for each additional degree 
Matches: 
£0.49 per 7,200 matches 
Cigarettes: 
30% of the retail price plus £9 per thousand cigarettes 
(£11.25 per thousand if tar yield 20 mg. or over) 
Cigars: 
£9.50 per pound 
Tobacco: 
£7.50 per pound 
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Documentary Stamp Taxes 
(only selected items listed here) 
Authorized capital shares on the formation of a corporation; an 
increase in the capital of a corporation by the contribution of assets 
of any kind; loan capital issued by a corporation, except loans 
among parents and subsidiaries; certain conversions and recapitali-
zations ; issue of shares in satisfaction of debt owed by a 
corporation; and the transfer to the United Kingdom from another 
country of a corporation or the effective management of a cor-
poration— 2% of the value 
Sale of marketable shares and securities other than government 
stocks and loan stocks—2% of value 
Conveyances and transfers on sale or gift of property—if the amount 
or value of the consideration does not exceed £15,000,0%; in excess 
of £15,000 but not in excess of £ 2 0 , 0 0 0 , ½ % : in excess of £20.000 
but not in excess of £25,000,1%; in excess of £25,000 but not in 
excess of £30 ,000 ,1½%;and if the consideration is in excess of 
£30,000,2% 
Leases—the rate depends upon amount of yearly rent and the dura-
tion of the lease. On rents over £250 a year, the tax rate is ½% when 
the lease term does not exceed seven years, or if the term is 
indefinite; 1% if between seven and 35 years; 6% if between 35 and 
100 years; and 12% if the term exceeds 100 years.The tax is 
measured by one year's rent, not the aggregate rents payable under 
the lease. 
Duplicate or counterpart of any document that is subject to stamp 
duty—£0.50 
Life insurance—£0.50 per £1,000 of insurance 
Miscellaneous Taxes 
(only selected items listed here) 
Car tax—10% of the wholesale value of new automobiles, manu-
factured or imported 
Entertainment tax on admissions to motion picture and television 
shows—one-third of the amount by which the total admission price, 
including taxes, exceeds £0.075 
Betting and casino gaming taxes: 
General betting—on course—4% of amount staked 
General betting—off course—7½% of amount staked 
Pool betting—40% of amount staked 
Bingo—5% of amount staked 
Casino gaming—half yearly license duty rising to £11,250 per table 
for premises with an annual rental value in excess of £12,000 
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Rate Tables United Kingdom 
Employment Taxes 
Year 1978/1979 
Social security contributions for employees: 
Wage Bracket Weekly Contribution Payable 
(Weekly) By Employer By Employee 
Under £17.50 None None 
£17.50 to £120 13.5% of wage 6.5% of wage 
£120 upward £14.40 £7.80 
The percentages of 13.5% and 6.5% are reduced if the employer's 
pension plan is contracted out of the social security scheme for 
earnings-related pensions. 
Social security contributions for self-employed: 
Fixed weekly contribution £1.90 
Additional annual contribution: 
Annual earnings up to £6,250 5% of excess over £2,000 
Annual earnings over £6,250 £312.50 
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Rate Tables United Kingdom 
Capital Transfer Tax 
Table for Lifetime Gifts 
Value of Gift and 
Tax (Bracket) (£) 
Tax on Lower 
Amount (£) 
Rate on Excess 
over Lower 
Amount (%) 
0- 25,000 None 
None 
250 
625 
1,125 
2,375 
3,875 
5,625 
9,625 
None 
25,000- 30,000 
30,000- 35,000 
35,000- 40,000 
40,000- 50,000 
50,000- 60,000 
60,000- 70,000 
70,000- 90,000 
90,000- 110,000 
110,000- 130,000 
130,000- 160,000 
160,000- 210,000 
210,000- 260,000 
260,000- 310,000 
310,000- 510,000 
510,000-1,010,000 
14,125 
19,625 
30,125 
51.375 
76,375 
103,875 
223,875 
548,875 
1,248,875 
5 
7½ 
10 
12½ 
15 
17½ 
20 
22½ 
27½ 
35 
42½ 
50 
55 
60 
65 
70 
75 
1,010,000-2,010,000 
2,010,000-upward 
Notes: 
1. The value of a lifetime gift includes the capital transfer tax payable 
in respect of the gift in cases where the donor, and not the donee, 
pays the tax. 
2. If a gift is made within three years of death, the table set out on 
page 87 has to be applied in place of that set out above. 
Please see next page for Table for Transfers on Death. 
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Rate Tables United Kingdom 
Capital Transfer Tax (continued) 
Table for Transfers on Death 
Value of Estate 
(Bracket) (£) 
0-
25,000-
30,000-
35,000-
40,000-
50,000-
60,000-
70,000-
90,000-
110,000-
130,000-
160,000-
510,000-
1,010,000-
2,010,000-
25,000 
30,000 
35,000 
40,000 
50,000 
60,000 
70,000 
90,000 
110,000 
130,000 
160,000 
510,000 
1,010,000 
2,010,000 
upward 
Tax on Lower 
Amount (£) 
None 
None 
500 
1,250 
2,250 
4,750 
7,750 
11,250 
19,250 
28,250 
38,250 
54,750 
264,750 
589.750 
1,289,750 
Rate on Excess 
over Lower 
Amount (%) 
None 
10 
15 
20 
25 
30 
35 
40 
45 
50 
55 
60 
65 
70 
75 
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Appendix A United Kingdom 
Countries with Which the United Kingdom 
Has Entered into Tax Treaties 
Income Tax Treaties 
Antigua 
Argentina (shipping 
and air transport) 
Australia 
Austria 
Bangladesh 
Barbados 
Belgium 
Belize 
Botswana 
Brazil (shipping 
and air transport) 
British Solomon Islands 
Brunei 
Burma 
Canada 
Cyprus 
Denmark 
Dominica 
Egypt 
Ethiopia (air transport) 
Falkland Islands 
Faroe Islands 
Fiji 
Finland 
France 
Gambia 
Germany 
Ghana 
Gilbert Islands 
Greece 
Grenada 
Guernsey 
Hungary 
Iceland (shipping) 
Indonesia 
Iran (air transport) 
Ireland 
Isle of Man 
Israel 
Italy 
Jamaica 
Japan 
Jersey 
Kenya 
Lebanon (shipping 
and air transport) 
Lesotho 
Luxembourg 
Malawi 
Malaysia 
Malta 
Mauritius 
Montserrat 
Netherlands 
Netherlands Antil les 
New Zealand 
Nigeria 
Norway 
Pakistan 
Capital Transfer Tax Treaties 
France 
India 
Ireland 
Italy 
Netherlands 
Pakistan 
South Africa 
Philippines 
Poland 
Portugal 
Rhodesia 
Rumania 
St. Christopher 
and Nevis 
St. Lucia 
St. Vincent 
Seychelles 
Sierra Leone 
Singapore 
South Africa (including 
South-West Africa) 
South Korea 
Spain 
Sudan 
Swaziland 
Sweden 
Switzerland 
Tanzania 
Thailand 
Trinidad and 
Tobago 
Tuvalu 
Uganda 
United States 
Zaire (shipping 
and air transport) 
Zambia 
Sweden 
Switzerland 
United States 
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Appendix B United Kingdom 
Income Tax Schedules 
SCHEDULE A 
Real property rents and premiums on leases 
SCHEDULE B 
Presumptive income from occupation of woodlands managed 
on a commercial basis 
SCHEDULE C 
Interest, annuities, etc., payable out of public revenue of the 
United Kingdom or any other government making payment through 
a United Kingdom resident agent. (Tax is withheld at source.) 
SCHEDULE D 
Case I: Profits from trade or business 
Case II: Profits from professions and vocations 
Case III: Interest, annuities, royalties, and other periodic payments 
not subject to withholding of tax at source 
Case IV: Income from foreign-source securities 
Case V: All other foreign-source income not included in Case IV and 
other than income from foreign employment 
Case VI: Miscellaneous profits not fall ing within any other case or 
schedule 
SCHEDULE E 
Case I: Income from employment of persons resident and ordinarily 
resident in the United Kingdom 
Case II: Income from employment performed in the United Kingdom 
by persons not resident (or resident but not ordinarily resident) in the 
United Kingdom 
Case III: Income from employment of United Kingdom residents, 
being income either received in or remitted to the United Kingdom, 
not being taxable under Cases I or II 
SCHEDULE F 
Dividend and other distributions from United Kingdom resident 
companies 
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Appendix C United Kingdom 
Personal Allowances (10.02 and 10.03) 
For the Tax Year 1978 /1979 
Deduction 
Single individual 's allowance £ 985 
Married couple's allowance 1,535 
Married couple's addit ional allowance for wi fe 's earnings: 
Her earnings, wi th maximum allowance of 985 
Blind taxpayer's addit ional allowance 180 
The allowance is reduced by tax-free disabil i ty receipts. 
Dependent chi ld al lowance: 
Each chi ld who has not attained age 11 100 
Each chi ld age 11 to 16 135 
Each chi ld over 16 who is a ful l - t ime student 165 
The allowance is reduced by the chi ld 's own income in 
excess of £115 unearned income and £385 earned 
income, or £500 earned income only. 
Dependent chi ld addit ional al lowance for w idows, widowers, 
and single taxpayers, and for a married man whose wi fe 
is incapacitated: 
Al lowance (regardless of the number of such dependents) 550 
Dependent relative's allowance for taxpayer who maintains 
an incapacitated relative or a mother or a mother-in-law who, 
whether or not incapacitated, is a w idow or l iving apart 
f rom her husband: 
Each dependent relative of a single woman 145 
Each dependent relative of other taxpayers 100 
The allowance is reduced by the relative's income 
in excess of the amount of the national basic 
retirement pension (now £1,014 a year). 
Housekeeper allowance for widows and widowers who have 
a female housekeeper; and for a single person wi th respect to 
a female relative caring for dependent younger brother or sister 100 
Daughter services allowance for a taxpayer who, because 
of age or in f i rmi ty , depends on services of daughter 55 
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United Kingdom 
Deduction 
Age allowance: 
When taxpayer or spouse is 65 and over: 
Single individual 
Married couple 
£ 1,300 
2,075 
This allowance is given in place of the single individual 
and married couple allowances of £985 and £1,535, 
respectively. 
Life insurance allowance for premiums paid on qualifying policies: 
If premiums do not exceed £10 Tax liability reduced by 33% 
The allowable premiums are l imited to one-sixth of total income. 
If premiums are between £10 
and £20 
If premiums exceed £20 
of the premiums 
Tax liabil ity reduced by £3.30 
Tax liabil ity reduced by 16.5% 
of the premiums 
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Specimen Tax Computation of a 
United Kingdom Resident Corporation 
Net income per books 
Add: 
Provision for corporation tax 
Depreciation 
Decline in value of securities reflected 
on books 
Legal fees in connection with capital 
expenditures 
Interest paid (income tax withheld) 
Patent royalties paid (income tax withheld) 
Charitable contributions 
Expense of entertaining UK customers 
Machinery installation costs written off 
as maintenance 
Total 
Deduct: 
Dividends received from UK resident 
corporations 
Reduction in percentage reserve for 
doubtful debts 
Capital allowances (depreciation) 
Gain on sale of securities 
Total 
Trading profits 
Deduct: 
Stock relief 
Add—Chargeable Gains: 
Recognized gain on sale of securities 
Total profits (to succeeding page) 
Note 
No. 
1 
10 
11 
12 
13 
14 
15 
14 
£258,840 
92,000 
290,000 
2,600 
1,300 
4,000 
460 
1,400 
3,200 
15,000 
£668,800 
100,000 
3,000 
319,320 
2,080 
424,400 
244,400 
63,440 
180,960 
1,200 
£182,160 
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Note 
No. 
Total profits (from preceding page) £182,160 
Deduct: 
Charges on income: 
Interest paid 
Patent royalties paid 
Charitable donations paid 
16 
4,000 
460 
1,200 
5,660 
Profits subject to corporation tax 
Corporation tax liability: 
£176 ,500 at 52% 18 
17 
£ 91.780 
£176,500 
Notes: 
1.The corporation's net income per books for the accounting period 
is subject to adjustment for purposes of determining taxable profits. 
2. Corporation tax is not a deductible expense. 
3. Depreciation is not treated as an expense deduction. Tax depreci-
ation, known as capital allowances, is deducted (7.02 and Note 13). 
4. Unrealized decline in value of securities on hand is not deductible 
unless the business carried on is that of trading in securities (6.05). 
5. Legal fees incurred in connection with capital expenditure are not 
deductible (7.13). 
6. Not being short interest or bank interest, income tax was withheld 
at the time of payment. The interest is, accordingly, added to profits 
and it is then deducted later in the computation as a "charge on 
income" (7.07 and Note 16). 
7. When paying patent royalties, the corporation is generally obliged 
to withhold tax and to pay it over to the government. The patent 
royalties are deductible later in the computation as a "charge on 
income" (7.01 and Note 16). 
8. Charitable contributions are not deductible unless they are directly 
related to the corporation's business (such as contributions to a 
local hospital which gives preferential treatment to the company's 
staff) or unless the corporation has entered into a deed of covenant to 
pay the contribution for a minimum period of seven years. In the 
latter event, the contribution is deductible later in the computation 
as a "charge on income" (7.01 and Note 16). 
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9. Entertainment expense is not allowed as a deduction, except to 
the l imited extent that it relates to the entertainment of a buyer 
resident abroad (7.12). 
10. Machinery installation costs are capital expenditures. They wi l l 
be included as part of the cost of the machinery and, accordingly, 
they wi l l be eligible for capital allowances (depreciation). See 
Note 13. 
11. Dividends received from a United Kingdom resident corporation 
are treated as having been subjected to a corporation tax in the hands 
of the distributing corporation and are, consequently, exempt from 
corporation tax (6.04). 
12. Addit ions to and reductions in a reserve forbad debts, deter-
mined otherwise than on the basis of specific bad debts, are not 
recognized for tax purposes (7.04). 
13. Capital allowances are the depreciation deductions allowed for 
tax purposes (7.02) .They are calculated as fol lows: 
First year—on capital outlays during the accounting period 
Subsequent years—on the declining balance brought forward from 
the previous accounting period, from which wi l l have been deducted 
all amounts realized on sales of depreciable assets during the 
accounting period 
14. Chargeable (capital) gains are taxable, subject to a proportional 
adjustment that effectively taxes the gains at 30% (6.05). In the 
computation shown here, the corporation tax rate is assumed to be 
52%.Thus, 22 /52 of the gain is excluded, and the remaining 30 /52 
is recognized and taken into total profits. 
15. Stock relief is a deduction which may be made for the apprecia-
tion of inventory. If the value of inventory and work in progress at the 
end of the company's financial year (say £600,000) exceeds the 
corresponding value at the beginning of the year (say £500,000), the 
excess (£100,000), reduced by 15% of the trading profit (15% 
of £244,400 = £36,660) is tax deductible. 
16. Charges on income have to be deducted from total profits rather 
than from trading profits. This is of no practical significance unless 
charges on income exceed total profits (7.01 and 7.08). 
17. Corporation tax is assessed on the basis of the profits for the 
accounting period as adjusted for tax purposes. 
18. A corporation tax rate is set for each financial year April 1 to 
March 31. If the corporation's accounting period does not coincide 
with such financial year, apportionment is generally required. Thus, 
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for example, if tax is being determined for the 1977 calendar year, 
3 / 1 2 of the profits is taxed at the tax rate for the financial year April 
1976 to March 1977 and 9 / 1 2 at the rate for the April 1977 to 
March 1978 year (2.04). 
In the computation shown here, the corporation tax rate is assumed 
to be 52%. If, during the year covered by the computation, the 
corporation paid a dividend, it is also liable for advance corporation 
tax (3.02 and 9.01) .The amount so paid in advance is deducted, 
within certain limitations and procedural rules, from the tax liability 
for the year, and the balance of the tax is payable within a prescribed 
period of time after the end of the accounting year (4.01). 
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Specimen Tax Computation of a 
United Kingdom Partnership 
Note 
No. 
Profits computed under rules of Case I 
of Schedule D : 
Net income for year to June 30, 
1977, per books 
Add: 
Provision for income tax 
Depreciation 
Expense of entertaining customers 
Profits for the tax year 1978/1979 
(measured by reference to profits 
for year to June 30, 1977) 
Deduct: 
Capital allowances for 1978/1979 
Taxable income of partnership 
Divisible between the partners 
equally 
Deduct: 
Partners' personal allowances: 
Single allowance 
Married allowance 
Income chargeable to tax 
Income tax at graduated rates: 
On first £9,000 per Rate Table 
On excess over £9,000 at 45% 
Total tax payable by partnership 
for the tax year 1978 / 1 9 7 9 
(£6,221) 
Partner 
A 
£10,550 
1,535 
£ 9,015 
£ 2,930 
7 
£ 2,987 
£23,000 
None 
750 
350 
24,100 
3,000 
£21,100 
Partner 
B 
£10,550 
985 
£ 9,565 
£ 2,980 
254 
£ 3,234 
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Notes: 
1. Partners' taxation liabilities have been debited directly to their 
capital accounts in the partnership books; and. accordingly, they 
have not been charged against income. 
2. Depreciation is not treated as an expense deduction. Tax deprecia-
tion, known as capital allowances, is later deducted (7.02 and 
Note 5). 
3. Entertainment expense is not allowed as a deduction, except to the 
l imited extent that it relates to the entertainment of a buyer resident 
abroad (7.12). 
4. The taxable profits of the year 1978/1979 (April 6, 1978 to 
April 5, 1979) are measured by reference to the profits earned by the 
partnership in its fiscal year ending with or within the immediately 
preceding tax year 1977/1978 (April 6, 1977 to April 5, 1978); in this 
example, the profits of the year to June 30, 1977. 
5. Capital allowances are the United Kingdom equivalent of tax 
depreciation, and are calculated by reference to capital expenditures 
through June 30, 1977. 
6. Partnership income is divisible between the partners for tax 
purposes in accordance with the profit-sharing ratio adopted by 
them for the 1978/1979 tax year. 
7. The individual's personal allowance is £985 for an unmarried 
individual, and £1,535 for a married man (Appendix C). 
8. The total tax payable by the partnership of £6,221 is due one-half 
on January 1, 1979 and one-half on July 1, 1980 (4.01). 
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Taxes on Representative 
Earned Incomes 
(Tax Year 1978/1979) 
Married 
Taxable 
Earned 
Income (£) 
Single 
Person (£) 
Married 
Couple (£) 
(no children) 
Couple (£) 
(2 children 
under 11) 
500 None None None 
2,000 275 116 66 
4,000 935 753 687 
6,000 1,595 1,413 1,347 
8,000 2,255 2,073 2,007 
10,000 2,987 2,766 2,686 
15,000 5,665 5,334 5,214 
20,000 9,091 8,680 8,540 
25,000 12,842 12,429 12,279 
30,000 16,992 16,536 16,370 
Every additional pound earned in excess of £30,000 is taxed at the 
rate of 83%. 
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